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PREFACE 


The present Survey is the twenty-fifth in a series of reports prepared 
annually by the secretariat of the Economic Commission for Asia and the 
Far East. A major object of these Surveys, and of the quarterly Economic 
Bulletin, is the analysis of recent economic developments in the countries of 
Asia and the Far East, and of international developments that affect them. 


Particular attention is paid to the analysis of economic policy and policy issues. 


Since 1957, in addition to review and analysis of developments in 
individual countries of the region, it has been the practice of these annual 
Surveys to examine specific problems concerning the economies of the region 
in order to study long-term trends and their implications for national policies. 
In keeping with this practice, Part One of the present Survey contains three 
separate studies on social justice, employment and income distribution in 
the ECAFE region. Part Two, in addition to individual current surveys of 
twenty-six countries of the region, contains two special studies, the first on 
recent economic development and emerging policy issues in the ECAFE 


region in 1970/71 and the second on the international monetary situation. 


The Survey is published on the sole responsibility of the ECAFE 
secretariat; the views expressed should not be attributed to the Commission 


or to the Governments of member countries. 


Bangkok, March 1972 
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EXPLANATORY NOTE 


The term “ECAFE region” is used in the present issue of the Survey to include Afghanistan, Australia, the British Solomon Islands, Brunei, 
Burma, Ceylon, China, Fiji, Hong Kong, India, Indonesia, Iran, Japan, the Khmer Republic, Laos, Malaysia, Mongolia, Nauru, Nepal, New 
Zealand, Pakistan, Papua New Guinea, the Philippines, the Republic of Korea, the Republic of Viet-Nam, Singapore, Thailand, Tonga and 
Western Samoa. The term “developing ECAFE region” excludes Australia, Japan and New Zealand. 


Reference to “‘tons’’ indicates metric tons, and to “dollars”, United States dollars, unless otherwise stated. 
The term “billion” signifies a thousand million. 

Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amount is nil or negligible. 

A blank in a table indicates that the item is not applicable. 


A hyphen (-) between dates representing years, e.g. 1950-1960, is used to signify the full period involved, including the beginning and end 
years. 


A stroke (/) indicates a crop year, fiscal year or plan year, e.g. 1970/71. 
The plan years of the ECAFE countries coincide with their fiscal years as given in the table below. 


In respect of information given, the countries listed below have generally been included, subject to limitation of data. 


Official rate of exchange 
for one United States 


Coantry Fiscal year Currency and abbreviation dollar as of March 1972 
except as otherwise 
indicated 
Afghanistan 21 March to 20 March Afghani (Af) 45.00. 
Australia . ees July to June Australian dollar (A$) 0.84 
British Solomon Islands . January to December Australian dollar (A$) 0.84 
Brunei January to December Brunei dollar (B$) 2.84 
Burma ~ October to September Kyat (K) 5.46 
Ceylon October to September Rupee (Rs) Die 
China . January to December Yuan 2.00° 
Fiji January to December Fijian dollar (F$) 0.87 
Hong Kong April to March Hong Kong dollar (HK$) 5.58 
India . April to March Rupee (Rs) eno 
Indonesia . January to December Rupiah (Rp) o 
Iran 21 March to 20 March Rial 75.75 
Japanyiny et eee April to March Yen (¥) 304.20 
Khmer Republic . January to December Riel (Ri) 120.00 
Laos July to June Kip (Kp) 600.00 
Malaysia — January to December Malaysian dollar (M$) 2.84 
Mongolia . January to December Tugrik ate 
Nauru July to June Australian dollar (A$) 0.84 
Nepal . ; 16 July to 15 July Rupee (Rs) 10.13 
New Zealand . April to March New Zealand dollar (NZ$) 0.84 
Pakistan ; July to June Rupee (Rs) 4.79" 
Papua New Guinea July to June Australian dollar (A$) 0.84 
Philippines July to June Peso (P) 6.43* 
ic of K 5 January to December Won, 387.00 
Republic of Viet-Nam January to December Piastre (Pr) 118.00 
Singapore April to March since 1969/70 Singapore dollar (S$) 2.84 
Thailand . October to September Baht 21.008 
Tonga July to June Tongan dollar (T$) 0.84 
Western Samoa January to December Samoan tala (WS$) 1.40 


* Selling rate. 


» Basic rate according to United Nations Statistical Yearbook. 


© Exchange rates are 374, for Major export rate, and 415 for Major import rate and Other import rate. 
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INTRODUCTION 


The format of this year’s annual Economic 
Survey of Asia and the Far East has been altered to 
emphasize regional appraisal rather than review of 
development in individual member countries in 
accordance with the twenty-seventh session Commis- 
sion resolution No. 118 (XXVII). The secretariat is 
aiming at a biennial regional appraisal cycle in the 
contents of the annual Survey, so that it presents a 
full-scale background to global appraisal each second 
year, while, each other year, it limits the regional 
survey to a briefer description of regional develop- 
ments, combined with a discussion of specific econo- 
mic regional problems relevant to appraisal. Each 
year, the regional surveys will also include brief sur- 
veys of development in most of the region’s individual 
countries. 


The Survey for 1970 contained a full regional 
appraisal of economic and social developments during 
the First Development Decade. In the 1971 Survey, 
Part One considers a number of important and com- 
mon regional economic problems, including the rela- 
tion between economic growth and social justice, the 
continued persistence of widespread unemployment 
and underemployment and problems associated with 
income distribution. Part Two includes a brief re- 
view of regional economic developments in 1970 and 
1971 and a discussion of the recent international 
monetary crisis and its implications for ECAFE 
developing countries, followed by a series of succinct 
notes on the economic performance of the individual 
countries of the region. 


The Second Development Decade and 
the ECAFE region 


In its Declaration proclaiming the Second 
Development Decade,! the United Nations General 
Assembly outlined a strategy for the decade that con- 
tained a programme of international development 
activities. 


The Declaration stated that the average annual 
rate of growth of the gross product of developing 
countries as a whole should be at least 6 per cent, 
with the possibility of a higher rate in the second half 
of the decade. At an average- annual population 
increase of 2.5 per cent in these countries, the average 
annual rate of growth of gross product per head 
should be about 3.5 per cent, with the possibility of 
an acceleration during the second half of the decade. 


1 A/RES/2626 (XXV), 11 November 1970. 


These targets were set forth only as broad indicators. 
It should be the responsibility of each developing 
country to set its own growth target in the light of 
its own circumstances. In countries with a low in- 
crease in gross product per head, efforts should be 
made to reach higher growth rates than those in- 
dicated above. 


The over-all output growth rate of 6 per cent 
implies an average annual expansion of 4 per cent in 
agricultural and 8 per cent in manufacturing output: 
It would require an average annual expansion of 0.5 
percentage points in the ratio of gross domestic saving 
to gross product for this ratio to rise ‘to around 20 
per cent by 1980, requiring a somewhat less than 7 
per cent rate of increase in imports and a somewhat 


- 


greater than 7 per cent rate of increase in exports. 


In addition to these quantitative macro-economic 
targets, the strategy called for a more equitable dis- 
tribution of income and wealth in order to promote 
both social justice and efficiency of production, a 
substantial rise in the level. of employment, the 
achievement of a greater degree of income security, 
the expansion and improvement of facilities for 
education, health, nutrition, housing and_ social 
welfare, and the safeguarding of the environment. 
Existing disparities, regional, sectoral and_ social, 
should be substantially reduced. A number of these 
qualitative targets were specified in some detail. 


The urgency with which these objectives should 
be pursued varies between regions and countries. An 
important task of the regional commissions is to 
identify especially urgent problems in each of the 
regions. It would seem that, in some of the develop- 
ing countries of the ECAFE region, eradication of 
mass poverty is the overriding problem in improving 
social justice and efficiency in production and, hence, 
of equity in the distribution of income. With un- 
employment and underemployment in the developing 
countries of the region continuing at intolerably high 
levels, an increase in the volume of remunerative 
employment stands out as an important means of 
reducing mass poverty and improving income distri- 
bution. 


Whereas the strategy of the Second Development 
Decade generally recommends that developing coun- 
tries formulate their national employment objectives 
to absorb an increasing proportion of their working 
populations in modern-type activities, the experience 
of the developing countries of the ECAFE region 
during the 1960s demonstrated that only a modest 
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part of the increase in the labour force is being 
absorbed by manufacturing industry. Absorption of 
the total labour force increase into this industry, not 
to speak of the existing unemployed and underemploy- 
ed labour force, would require an expansion of 
manufacturing output and investment far beyond what 
can realistically be expected in most of these coun- 
tries. A substantial increase in employment in agri- 
culture therefore seems imperative, and, for the region 
as a whole, the success of the Second Development 
Decade will hinge largely on whether the countries in 
question are successful in this respect. 


Considering the inadequacy of development- 
oriented economic institutions in some of the coun- 
tries of the region where mass poverty and unemploy- 
ment and underemployment are serious problems, 
and considering more generally the above-mentioned 
modest strategy objective, modernization of the insti- 
tutional infrastructure and improvement of existing 
economic and social policy instruments seem to be 
a necessary general precondition for the success of 
the Second Development Decade. 


The strategy for the Second Development Decade 
called for appraisals of achievements at the national, 
regional and global levels. For regional appraisals, 
the regional economic commissions, in co-operation 
with regional development banks and subregional 
groupings, and with the assistance of other organiza- 
tions in the United Nations system, will assume the 
main responsibility. 1971 is the first year of the 
Second Development Decade. Data on developments 
during 1971 are too limited, as yet, for a full regional 
appraisal of the achievements in 1971. As an over- 
ture to the forthcoming biennial regional appraisals 
to be made in 1972, this Survey has devoted the three 
chapters in Part One to problems of special impor- 
tance to the ECAFE region. 


Chapter I (Part One), on “Economic growth 
and social justice”, takes up for discussion the 
problem of possible conflicts between growth and 
social justice targets. While it is widely contended 
that there is a necessary trade-off between growth 
and social justice, it is here maintained that there 
may be complementarities between these targets so 
that measures to promote social justice may serve as 
a vehicle for growth. Even where such complemen- 
tarities are not present, however, trade-offs can often 
be avoided or at least mitigated by the application 
of appropriate policy instruments. The improvement 
of policy instruments, and the need for innovations in 
the field of both institutions and instruments, is there- 
fore emphasized. 


Chapter II (Part One) deals with “Economic 
growth and employment”. A characteristic feature of 


the 1960s in the developing ECAFE countries was 
the very strong decrease in employment per unit of 
output in manufacturing industry, partly due to an 
emphasis on capital-intensive techniques. Despite a 
rapid increase in output in manufacturing industry, 
industrial employment has increased at a much more 
modest rate. Investment incentive policies have often 
tended to promote capital-intensive rather than labour- 
intensive techniques. Methods are discussed in this 
chapter for rectifying such anomalies in development 
policies. Manufacturing industry can at best be 
expected to absorb a fraction of the increase in man- 
power during the Second Development Decade. 
Economic policy has to search for other employment 
outlets, and agriculture seems at present the most 
promising field. In some countries, redistribution of 
land accompanied by institutional reforms may help 
to create both employment and an increase in output; 
and the adoption of more labour-intensive crops and 
methods of cultivation may work in the same direc- 
tion. 


It is uncertain, however, how much manpower 
can be absorbed by agriculture under favourable cir- 
cumstances, and it is not known whether the labour- 
absorptive capacity of agriculture will suffice as a 
means of solving the employment problem. The First 
Development Decade started in the hope that manu- 
facturing industry would largely solve the employ- 
ment problem. The development trends of the 1960s 
proved such hopes to be unfounded. It would be 
unfortunate if Governments at the beginning of the 
Second Development Decade contented themselves 
with the hope that agriculture under the impact of 
the “green revolution” can solve the employment 
problem — only to be disproved by developments 
during the 1970s. It is of utmost importance, there- 
fore, that the employment possibilities of agriculture 
be studied in the developing countries of the region. 
In any case, the whole employment problem needs 
urgent rethinking, a task on which this chapter makes 
a start. 


Chapter III (Part One), on “Growth and income 
distribution” presents some empirical material on 
income distribution and its changes in some of the 
developing countries of the region. It is widely be- 
lieved that income distribution, in the absence of 
special measures, may tend to become more unequal 
during the first phases of industrialization. The 
available evidence from developing countries in the 
ECAFE region gives some support for this view. 
While distribution in rural areas seems generally to 
have changed little during the last decade, distribu-. 
tion in urban areas seem to have deteriorated in 
most countries. Since, moreover, income distribution 
is generally more unequal in urban than in rural 
areas, and urbanization everywhere has progressed, 
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the result is that the over-all income distribution within 
the ECAFE region has tended to deteriorate. The 
need for better data and further research in the field 
are emphasized in this chapter. 


Current economic developments 
(a) The international situation, 1970/71 


Because of their greater economic weight, the 
policies and performances of the main industrial coun- 
tries significantly influence the tempo of economic 
growth in other countries. The most notable develop- 
ments in the world economy were a slowing down 
in the growth of world output at continuing high 
levels of unemployment, a continued inflation in 
industrial and non-industrial countries, the spillover 
of domestic price increases into international trade, 
and a generally adverse shift in the terms of trade 
of the developing countries vis @ vis the richer indus- 
trial nations. 


Total world output grew at only 3 per cent in 
real terms in 1970, which was considerably below 
the 5 per cent per annum growth rate recorded in 
the 1960s. Inflation in nearly all major industrial 
nations remained strong despite the anti-inflationary 
policies adopted in 1970, As measured by the GNP 
deflator, inflation in industrial countries proceeded at 
nearly 6 per cent in 1970, which was in excess of 
the rate of inflation in the past decade. In the 
developing economies, increases in consumer prive 
indices averaged around 9 per cent, which was con- 
siderably higher than in 1969, 


The likely trends in output and prices in 1972 
have been made more difficult to predict as a result 
of the recent exchange rate alterations. Following 
the check to the rate of increases in output in 1970, 
most Governments in industrial countries turned to 
expansionary policies, Prospects for mid-1972 are 
for fairly rapid expansion of output in North America, 
for somewhat below-average growth in other major 
industrial countries (especially Japan), and for rather 
slow expansion in smaller industrial countries. Only 
moderate success can be expected to result from 
efforts to reduce inflation. 


The international development of inflationary 
forces is evident in the statistics on world trade. 
Contrary to the previous marked stability of the prices 
of internationally traded goods, there was an increase 
in such prices in 1969 and an even sharper increase 
in 1970. Of the 15 per cent expansion in the value 
of world trade in 1970, some 6 per cent was due 
to rising prices. However, while in volume terms the 
expansion of world trade was less in 1970 than in 
the two preceding years, it was still above the average 
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of the First United Nations Development Decade. 
Current indications suggest that this decrease in the 
rate of growth in the value and volume of world 
trade has continued in 1971. 


The rise in prices of internationally traded goods 
has occurred mainly in manufactures, and, as a result, 
the terms of trade of the developing economies have 
shifted in an adverse direction. This has reduced the 
purchasing power of their quite substantial increase 
in export earnings and exacerbated problems of im- 
port requirements and debt servicing commitments 
and development generally. In real terms, the value 
of export earnings of the developing countries in- 
creased by 5 per cent in 1970, which was well below 
the exceptional increases of 10 per cent in 1968 and 
1969. 


(b) ECAFE developing countries 


While there were exceptions, the developing 
countries of the region, when considered as a whose, 
recorded impressive increases in the level of real 
gross national product in 1970. From preliminary 
evidence available, it is obvious that these increases 
continued in 1971. 


Of the 23 developing countries in the region 
considered in the Survey, ten recorded increases in 
real gross national product in excess of 6 per cent, 
five recorded increases of between 4 and 6 per cent 
and eight increases of 4 per cent or less (in one or 
two cases a decrease). Of particular note was the 
continued success of the more export-oriented econo- 
mies in maintaining high rates of economic develop- 
ment, and the solid performances of Indonesia and 
India. The unsatisfactory performance of the eight 
countries in the lower group (with the exception of 
Pakistan and the Republic of Viet-Nam these are 
among the smallest countries in the region) was a 
result either of disturbed political conditions, of 
adverse climatic factors or for the land-locked nature 
of the economy concerned. 


In agriculture, the performance was a mixed one, 
with the showing of individual countries being affected 
by the spread of the “green revolution” and by clima- 
tic factors. In approximately 50 per cent of the 
countries, the growth rate in agricultural output was 
greater than in the 1960s. 


Because nearly 50 per cent of the work force in 
the region is employed in agriculture, the successful 
extension of the “green revolution” is extremely im- 
portant in the ECAFE region. If it is to become a 
continuing dynamic force in the region, a number of 
urgent problems must be resolved. In particular, 
attention needs be paid to extending the technical 
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benefits of the “green revolution”, to maintaining an 
efficient allocation of resources in agriculture, and 
to mitigating some of the income distribution effects 
which are emerging. 


Although estimates of industrial output for 
ECAFE developing countries in 1970 and 197] are 
not yet to hand, enough information is available to 
reach some tentative conclusions about activity in 
this sector in the last two years. Some 80 per cent 
of the countries examined attained or nearly attained 
the average rate of increase in manufacturing output 
achieved in the 1960s. The performance was particu- 
larly impressive in Indonesia, the Republic of Korea 
and Malaysia. Individual achievements were strongly 
influenced by world trade developments where the 
manufacturing sectors were export-oriented and by 
balance of payments considerations where industrial 
output was closely linked to the availability of im- 
ported raw materials, semi-processed products and 
capital equipment. In other instances, it was the low 
level of investment activity which was the cause of 
an unsatisfactory level of output. 


The recent international trade performance of 
selected ECAFE countries is satisfactory. However, 
while the average rate of export expansion in 1970 
was almost twice the average rate experienced in the 
period 1960-1970, the average performance in 1970 
was less impressive than the record performance of 
1969. Nevertheless, the majority of the developing 
countries examined improved in absolute terms upon 
their export growth performance of the previous 
year. While no quantitative measure is available, 
the expansion of exports in real terms would not 
have been significantly less because there was a ten- 
dency for the prices of the exports of developing 
countries in the region to lag behind general world- 
wide rates of inflation. 


In 1970, for ECAFE developing countries con- 
sidered as a whole, import demand grew at roughly 
the same rate as in 1969. Generally, the import 
demand of individual countries was affected by the 
rate of expansion in their gross national product and 
by the ability of the country concerned to acquire 
foreign exchange by drawing upon its international 
reserves, by the receipt of concessionary and non- 
concessionary capital flows, and by its export per- 
formance. 


The evidence so far to hand does not indicate 
any necessary slowing down in the rate of increase 
in the value of trade in the region in 1971 as com- 
pared with 1970. However, the evidence is fragmen- 
tary and most of it relates only to trade in the first 
two quarters of 1971. 


Economic Survey of Asia and the Far East, 1971 


Data available for 1970 confirm certain trends 
taking place in the composition and magnitude of the 
flows of foreign capital to developing countries. Total 
net capital flows to developing countries as a whole 
in 1970 approximated US$15 billion, an increase of 
nearly US$1 billion over 1969 in current prices, but, 
in real terms, there may have been a fall. 


Within the ECAFE region as a whole, although 
there are some pronounced subregional differences, 
the net transfer of resources has been declining in 
real and nominal terms. In east Asia, total disburse- 
ments of contracted loans, grants, etc., increased 
steadily from 1965 until 1969, but the absolute amount 
of grants reached a peak in 1968 and dropped abrupt- 
ly in 1969 to approximately the same level as in 
1965. If allowance is made for amortization and 
interest payments, the net transfer of resources to 
east Asia nearly doubled in terms of current prices 


between 1965 and 1969. 


The experience of south Asia has not been so 
fortunate. Total disbursements measured in current 
prices had fallen by nearly 20 per cent between 1965 
and 1969, and, in terms of the net transfer of 
resources, the 1969 level was nearly 40 per cent less 
than that of 1965. In real terms, the difference 
would be even greater. 


The composition of foreign capital inflows to 
ECAFE developing countries has also altered, em- 
phasizing the increasing importance of suppliers’ 
credits and official bilateral loans and credits, and 
the dwindling role of official grants. 


The international monetary situation 


There is widespread recognition that the mal- 
functioning of the international monetary system is 
not the fault of the developing countries, yet they 
suffer most from it as a result of effects on their trade 
and foreign assistance flows. It is essential to them 
that a comprehensive and useful reform of the system 
emerge from the recent crisis. 


In Part Two, Chapter III, a general discussion 
of this issue is presented. The historical background 
to the crisis is discussed; developments to date, es- 
pecially exchange rate realignments are described; a 
number of as yet unresolved issues are examined; 
and, finally, a brief and general discussion of the 
likely impact of these developments on ECAFE 


developing countries is given. 


The disequilibrium in the international monetary 
system had been building up over several years, with 
the continuing weakness in the United States balance 
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of payments and the surpluses of some other coun- 
tries, particularly the Federal Republic of Germany 
and France, and, more recently, Japan. The crisis 
came to a head during 1971 with a further rapid 
deterioration in the United States balance of pay- 
ments and recognition that the revaluation of several 
major currencies relative to the dollar was inevitable. 
The crisis was precipitated by measures introduced 
in August 1971 by the United States to improve that 
country’s balance of payments and to counter the 
dual problem of inflation and unemployment. These 
measures, which included the ending of the commit- 
ment to sell gold, the introduction of a 10 per cent 
tariff surcharge on non-quota imports, tax reliefs that 
discriminate against imported equipment, and cuts in 
foreign aid, were clearly intended to force the 
United States’ trading partners to take measures to 
reduce their balance of payments surpluses, and, in 
particular, to appreciate their exchange rates relative 
to the dollar. 


By the end of 1971 some progress had been made 
towards the resolution of the crisis. New parity ex- 
change rates of the major industrial countries were 
fixed at the December meeting of Finance Ministers 
of the Group of Ten industrial countries. It was 
agreed that the margins around parity should be tem- 
porarily widened from 1 per cent to 2.25 per cent. 
The United States has removed the 10 per cent tariff 
surcharge and the discriminatory tax reliefs—the two 
measures that most militated against trade. Prior 
to the December agreement, exchange rates were 
drifting in the direction of the new parity values, but 
there had been disagreement about the extent of 
realignment required and about the price of gold. 
The settlement of the Group of Ten exchange rates 
was rapidly followed by a fixing of the exchange rates 
of most other countries, including the countries of 


the ECAFE region. 
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It is probable that ECAFE developing countries 
will benefit from the international monetary reform 
accomplished so far. The adoption of more flexible 
exchange rates and the realignment of currency values 
are likely to be beneficial to developing countries, 
provided that these changes occur in a way that 
encourages an expansion of world economic activity 
and trade. 


More frequent changes in the exchange rates of 
the industrial countries should create no serious 
problems for developing countries, although these 
countries would themselves be well advised to adopt 
more positive exchange rate policies so as to facilitate 
adjustment to such changes. 


The specific realignment of currency values 
might cause some problems to particular countries in 
the short run. These are unlikely to be severe once 
there has been time for adjustments to the relative 
price changes to occur, and they should be negligible 
compared with the beneficial effects of an expanding 
world economy. 


Because of the importance of the international 
monetary system in providing a setting in which the 
world economy can expand, the authorities of the 
developing countries should do their best to ensure 
that the realignment of exchange rates is accompani- 
ed by measures for the expansion of international 
liquidity, including aid. In particular, the interest of 
the developing countries in the operation of the inter- 
national monetary system should be fully recognized 
in the institutional reforms that emerge. 


As far as ECAFE developing countries are con- 
cerned, the increased willingness of countries to co- 
operate among themselves in seeking satisfactory 
international financial arrangements augurs well 
for the development of such regional projects as the 
Asian Clearing Union and an Asian Reserve Bank. 
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SOCIAL JUSTICE, EMPLOYMENT, AND INCOME DISTRIBUTION 
IN THE ECAFE REGION 


Chapter | 
ECONOMIC GROWTH AND SOCIAL JUSTICE’ 


The realization of the broad spectrum of objec- 
tives set out in the United Nations Second Develop- 
ment Decade strategy will give rise to many intricate 
problems. Apart from a series of recommendations 
related to international trade and aid, the United 
Nations proclamation does not offer much advice on 
how to realize all the development and social justice 
goals, but seems to assume that these goals are to 
some extent complementary. Since the professional 
literature on the subject, by and large, tends to take 
the opposite view, this chapter will concentrate on 
the possible conflict between development and social 
justice goals, and its resolution. The discussion is at 
a relatively abstract level although illustrated by 
concrete examples. Nevertheless, the chapter con- 
cludes with some concrete suggestions on possible 
strategies to be adopted for the realization of develop- 
ment and social justice in this region. 


A. The conflict between development and 
social justice 


In the development literature it is almost taken 
as an axiom that development and social justice are 
conflicting goals, between which a trade-off is inevit- 
able and that the best we can hope for is a trade-off 
that is optimal in some sense. Conflict arises because 
development is identified with production, or income 
per capita and its rate of change, and because it is 
believed that measures to improve social justice or 
economic quality will inevitably lead to a decline in 
income and its rate of growth. 


Genuine conflicts of goals can only be resolved 
through the political process. However, political 
struggles over social justice issues may be extremely 
bitter. It is important, therefore, that the nature of 
such conflict be investigated carefully. Conflicts may 
be only apparent, or they may be tackled by a variety 
of methods, some of which may be less painful than 
others. Economic policy is an art whose main 
problem often is to invent new methods of interven- 
tion rather than to select between old and well known 
methods; and it may happen that too little time and 


1 The contents of this chapter are based on an article with the same 
title prepared for ECAFE by Professor Bent Hansen, University of 
California at Berkeley. 


energy have been invested in innovating new ap- 
proaches in this field. On closer consideration, the 
conflict between development and social justice may 
therefore turn out to be less absolute and more 
amenable to solution than traditionally has been held; 
with adequate policy measures the optimistic attitude 
of the United Nations may after all prove to be jus- 
tified. 


As an introductory statement, it may be useful 
to make a few remarks about per capita income and 
its growth rate and social justice as targets in econo- 
mic policy. 


Deveiopment and income per capita 


The basic motivation for identifying development 
with production and income per capita is, loosely 
speaking, that the more we produce, the better we 
are off and the more do we have at our disposal for 
investment and consumption. Regardless of whether 
we want to emphasize present or future consumption, 
we should make. sure that present production and 
income are at a maximum. For any given level of 
present consumption we then ensure a maximum of 
growth in future consumption; for any given growth 
target, we ensure a maximum of present consumption, 
This concept of development, however, is not with- 
out its problems. 


To justify the use of national income per capita 
and its rate of growth as measures of development, 
the economic theory of welfare postulates a society 
in which there are no problems of distribution: a 
society whose members are all identical in regard to 
inherited wealth, opportunities, natural abilities and 
preferences. The only dimension, if any, of social 
justice left to be solved or improved upon would then 
be the level of production and welfare. It is general- 
ly recognized today, however, that not even in this 
imaginary society does real national income per 
capita on standard definitions (e.g. United Nations 
definitions) measure welfare levels adequately. On 
standard definitions, the concept of national income 
has a number of serious shortcomings. Thus, activi- 
ties that inflict direct suffering upon a population 
(armies persecuting minorities or repressing opposi- 
tion, or waging wars against neighbours; secret police, 
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etc.) have no value whatever to add to measured 
national income. Important externalities, positive or 
negative, do not directly affect measured national 
income, whereas costs incurred to counter negative 
externalities inflate measured national income. House- 
hold activities (domestic crafts), rapidly disappear- 
ing in developing, low-income countries, and later 
reappearing (albeit in other forms) in affluent coun- 
tries, as well as changes in leisure, are not accounted 
for. A number of other shortcomings related to the 
process of growth in the production of commodities 
and services could be listed. Thus, even in the 
simplest and most favourable of cases, a perfectly 
egalitarian society, the national income is a biased, 
perhaps even a seriously distorted indicator of wel- 
fare. 


Moreover, if the distribution of wealth and 
income and opportunities is not ideal it cannot simply 
be argued that the more we produce, the more we 
have for distribution. For the prices used in the 
estimates of national production, incoine or expendi- 
ture may not adequately express the social importance 
of individual commodities or services. Both levels 
and rates of change of national income may for this 
reason be further distorted. It is debatable as to 
which prices should be used in measuring national 
income and its rate of change. It has recently been 
argued that the correct procedure in any case — that 
is, independent of domestic conditions — would be to 
use international prices in national income estimates. 
Compared with current methods, this might imply 
different levels and rates of growth of national in- 
come; but it would have the advantage of furnishing 
ar objective yardstick independent of domestic pre- 
ferences and distribution of income and wealth. 
Unfortunately, however, it is by no means obvious 
that this evaluation method is correct; it leads to great 
difficulties in practical estimations, and it does not 
really dispose of the problem of domestic distribution 
of income and wealth. 


It may be argued that all these problems are 
statistical technicalities that could be resolved in such 
a way that we could come out with a reasonably 
meaningful and accurate indicator of “what is avail- 
able” for investment and consumption, and for dis- 
tribution among the individual members of society. 
The problems involved are much the same as those 
encountered in the construction of cost-of-living 
indexes where, in spite of all theoretical and practical 
problems, generally accepted indexes are in fact con- 
structed in many countries. Work on indicators of 
this type is in fact in progress. In what follows it 
shall be assumed that a generally acceptable — albeit 
most probably not objective—and reasonably ac- 
curate measure of income per capita is available, so 


that we can identify the problem of development and 
social justice with the problem of a trade-off between 
the level and rate of growth of national income per 
capita on the one hand, and social justice on the 
other hand. 


What is social justice? 


Improved social justice means a change in the 
direction of increased economic equality. It is in- 
variably social justice in this sense that is supposed 
to conflict with development. Even so, social justice 
has many dimensions. They may be summarized 
under three headings: wealth, income and opportuni- 
ty. The distribution of wealth, income and oppor- 
tunity are, of course, highly interrelated, yet it is use- 
ful to keep them separate. They may, for instance, 
be goals in themselves. Moreover, wealth does not 
only bring income; it also brings power. Equal op- 
portunity may be a quéstion of the dignity of man 
as much as a question of money income. And even 
if income and its distribution should be the ultimate 
goal of social justice, the only practical way to 
equalize income distribution may be through improy- 
ing the distribution of wealth and opportunity, 


Wealth in undeveloped countries consists mainly 
of land (including water and other natural resources), 
livestock, buildings, stocks of commodities and some 
mobile property, and cash (including gold and silver). 
As development proceeds, productive capital in 
modern forms (machinery and equipment) gains im- 
portance, and, with the emergence of private cor- 
porate business and financial intermediaries, financial 
investment finally predominates in personal wealth. 
At the undeveloped end of the spectrum, feelings of 
social injustice may be particularly stirred up when 
large-scale landed property, based on inherited feudal 
rights and other forms of “primitive” accumulation 
with absentee landownership, coexists with massive 
small-scale tenancy or share cropping and a landless 
rural proletariat. Action for improved social justice 
may then take the form of land reform with land 
redistribution (with or without compensation to the 
old owners). In countries where development has 
proceeded further, feelings of social injustice may in 
addition be related to large-scale, privately-owned 
modern business, and to financial power centred in 
the banking system. Action may then take the form 
of government or workers’ participation and control, 
or the outright nationalization of such enterprises. 
Estate and inheritance taxation are universally ac- 
cepted instruments for influencing the distribution of 
wealth without interfering with private ownership as 
such, but to be effective they do require a relatively 
advanced tax administration. 


Chapter I. Economic Growth and Social Justice 


Income distribution itself has several dimensions, 
of which the two “classical” ones are functional and 
personal income distribution. In the development 
processes, distribution by sectors is often important 
for understanding the aggregate developments of both 
functional and personal distributions of income. 


Functionally, income is derived’ from the factors 
of production, labour, land and capital. From a func- 
tional point of view, income of labour and land pre- 
dominates in undeveloped countries. During the 
process of development, the shares of both labour and 
capital tend to increase, and that of land to fall 
sharply. Relatively little is known about the changes 
in personal income distribution that take place during 
the process of development, and it is difficult to 
generalize on the basis of existing empirical informa- 
tion. While highly developed countries generally 
seem to have more equal personal income distribu- 
tions than less developed countries, it has been hypo- 
thesized that, during the first stages of industrializa- 
tion, income distribution should nevertheless tend to 
become more unequal. But even here the evidence 
is not clear. In any case, personal income distribu- 
tion will tend to be related to the distribution of 
wealth; thus, in an undeveloped country, land reform 
will most probably help to cut away the upper tail of 
the personal income distribution and thus help to 
improve income distribution, 


Philosophies of social justice have always been 
much concerned with functional income distribution 
and often single out income of land and capital as 
“unearned” and, hence, unjust; but size distribution 
plays an important role, too, and this leads to difficul- 
lies in appraising personal income distribution. Both 
the income of land and capital may accrue to families 
in the lower income brackets. This will tend to be 
the case when agriculture is dominated by small 
owner-cultivators and trade and production are in the 
hands of small-scale retail trades and handicrafts. 
Higher income brackets (albeit not the highest ones) 
may, on the other hand, comprise a lot of labour 
income — incomes of managers, professionals, and 
civil servants. And compared with landless labourers 
and urban paupers, workers in the modern industry 
sector and civil servants may be privileged and pam- 
pered groups at a relatively high income level. With 
“material incentives” that allow labour to be paid 
according to its contribution to production, substan- 
tial inequalities of personal income distribution may 
prevail, even though private income of land and 
capital has been completely abolished; recent diver- 
gencies in the communist camp and the cultural revo- 
lution in the People’s Republic of China arose partly 
over this issue. As long as feelings of social injustice 
are mainly provoked by the existence of personal 
incomes that are both large and “unearned”, the 
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problem is really one of the distribution of wealth 
and could in undeveloped countries largely be dealt 
with through land reform. At higher levels of 
development, redistribution of wealth is a much more 
complicated matter. Even in a situation where the 
possibility of a more equal wealth distribution has 
been exhausted, income differentials may prevail that 
are intolerable from a social justice point of view. 
The highly developed countries have invented and 
instituted a number of devices for transferring and 
redistributing income. How effective they are is 
disputed and depends largely upon the shifting and 
incidence of taxation and subsidies, about which re- 
latively little is known (as an example, take the 
discussion of the shifting on to prices or backwards 
to labour, of corporate income taxes). An important 
problem here is to what extent such devices, if at all 
applicable in developing countries, will hamper 
development efforts. 


Opportunity is a wide and vague heading under 
which all inequalities among social, occupational, 
geographical, regional, tribal, cultural, racial, linguis- 
tic, religious, age, sex, and other groups of popula- 
tion may be discussed in regard to rights and duties, 
and access to benefits from public services and 
development efforts. In some countries, outright dis- 
crimination against, and even persecution of particu- 
lar groups take place; nepotism that favours those 
close to the ruling clique is all too frequent. Even 
disregarding such glaring inequalities in opportunity, 
the distribution of educational and health facilities 
between urban and rural areas is in most countries 
a case in point. Investment patterns and the creation 
of employment and production possibilities as laid 
down in the government’s long-term investment plans, 
and their execution as determined by annual budget- 
ing or financial availability, also more often than 
not affect the population very unevenly. Social secu- 
rity programmes usually apply to the “organized” 
sectors (government and big enterprises) only, to 
mention some examples. To some extent, inequality 
in opportunities will be reflected in current income 
levels and their rates of change, but money income 
may often only be affected after generations (in the 
case of education), and the distribution of benefits 
from a number of current government services (jus- 
tice, security, etc.) may not reflect itself at all in 
money income. 


Problems related to opportunity tend to be par- 
ticularly acute in heterogeneous societies. It is well 
known that not even the richest country in the world 
has been very successful in solving this kind of 
problem, and those rich countries that appear suc- 
cessful in this regard are precisely those small, homo- 
genous countries that have never had any serious 
problems of this type to solve. Most of the new 
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independent nations are faced with these problems — 
some of them overwhelmingly — with which they were 
born. It is impossible to devise general methods for 
removing such inequalities; in many cases they do, 
perhaps, depend on the degree of centralization of 
government decisions and administration, which in 
turn may be of much consequence for the planning 
and implementation of economic policy. Decentrali- 
zation may be necessary to overcome such problems. 


These brief considerations, subsumed under 
wealth, income, and opportunity, do not pretend to 
be anything like a complete list of issues of social 
justice. The issues vary from country to country, 
and what is a major problem in one social context 
may be a minor nuisance in another one. There are 
problems that do not lend themselves easily to be 
discussed under these three headings, but, for the 
present discussion, this brief summary may perhaps 
suffice. 


Since the problem of social justice in most cases 
is a problem of the distribution of this or that, the 
statistical measurement of the inequality of distribu- 
tions is important. It is well known that as soon 
as more than two groups are involved — and that will 
often be the case —there does not exist any natural 
or objective measure of inequality. The traditionally 
used measures may give different answers in a con- 
crete situation. When that is the case — and it often 
is——we cannot really say whether equality has in- 
creased or not, unless we choose to identify equality 
with one particular statistical measure. Fortunately, 
from a statistical point of view, some of the inequali- 
ties actually existing in less developed countries are 
so glaring, or are a problem of distribution between 
so few groups, that these measurement problems are 
a minor consideration. In what follows, it shall be 
assumed that equality is a well-defined and measur- 
able concept. 


Conflicts of goals and trade-off of goals 


That there is conflict between goals does not 
necessarily mean that we are confronted with a situa- 
tion that can be resolved by a trade-off. If goals 
are absolute and non-negotiable, trade-offs have been 
excluded a priori. There is nothing particularly ir- 
rational or doctrinal about setting up absolute targets. 
They only imply that we have to search for a set of 
policy instruments that is capable of fulfilling the 
targets exactly. From the theory of economic policy, 
as originally developed by Tinbergen, we know that 
we generally need the same number of instruments 
as we have absolute targets. Whether a concrete 
policy problem with absolute targets has a solution 
has, therefore, to be studied case by case, and the 
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existence of a solution will depend upon the nature 
of the targets, the economy (the model), and the 
policy instruments available; and, of course, in a 
concrete situation, there may not exist a sufficient 
number of available instruments that are capable of 
solving the problem. That an instrument is “avail- 
able” here means not only that the instrument and 
its effect are known, but also that it is “permitted”, 
in the sense that politicians are willing to use it. 
Land reform is known as an effective instrument for 
equalizing distribution of both income and wealth, 
but it may not be permitted by politicians to whom 
private property rights are sacrosanct. Liberal ideo- 
logy may not permit physical controls. Socialists 
may solve problems that have no solution within the 
frame of a liberal ideology, and so forth. If there 
is conflict between goals in this sense, either politi- 
cians will have to revise their goals, or new instru- 
ments will have to be invented, or the problem will 
be left unsolved. In fact, innovations in the “tech- 
nology” of policy-making have often been induced 
by the emergence of such conflicts, where the only 
way of solving the conflict has been to devise entirely 
new policy instruments. 


When targets are absolute, it follows that, if 
social justice targets are added to existing growth 
targets, the fulfilment of the set of targets thus ex- 
tended requires an increase in the number of instru- 
ments applied. Whether a set of instruments is avail- 
able that can solve the extended problem cannot be 
said a priori, but it deserves emphasis that if politi- 
cians are prepared to use more instruments, there is 
no @ priori reason why growth targets should have 
to be sacrificed for the sake of social justice, and 
vice versa. In this sence, traditional views on the 
possible conflict between growth and social justice 
seems to be unnecessarily pessimistic. It has, of 
course, to be admitted that a sufficient number of 
permitted instruments that can handle both kinds of 
targets simultaneously may not exist in a developing 
country, but that is something that only careful in- 
vestigation can reveal, 


More commonly, however, targets are relative 
and negotiable, so that a trade-off is envisaged where 
achievements in different directions are traded against 
each other; the problem then is to find an optimal 
solution. Optimization can in principle be carried 
out at any given set of instruments, and the trade-off 
problem is never fully defined without a complete 
specification of the available policy instruments. 
Although we may optimize at any given set of instru- 
ments, it does not follow that the number of instru- 
ments is of no consequence in trade-off problems. 
The more instruments that are applied in a given 
trade-off problem, the more use will be made of each 
single instrument, and the better may .be the results 
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obtained. Under special circumstances, an absolute 
optimum may be reached when the number of instru- 
ments equals the number of target variables between 
which trade-off takes place, but, until such an absolute 
optimum has been reached, it remains true that an 
increase in the number of instruments tends to im- 
prove performance. 


An example may clarify this important relation- 
ship. The so-called Phillips curve expresses an 
allegedly necessary trade-off between unemployment 
and inflation, granted that only general demand 
management instruments are used. If, however, a 
new instrument can be added that is capable of shift- 
ing the Phillips curve downwards to the left, it will 
be possible to diminish unemployment and inflation 
simultaneously. Various instruments have been sug- 
gested for this purpose, income policy and labour 
market policy being the best known. The example 
illustrates that a trade-off situation is not fully defined 
until all instruments have been specified, that increas- 
ing the number of instruments tends to give better 
results; and that innovation may improve the tech- 
nology of economic policy-making. 


But a caveat is required: it does not follow 
that the more intervention the better, or that, because 
socialists tend to permit more instruments to be used 
than, say, liberal politicians, socialist policies should 
always tend to perform better than liberal policies. 
Quite apart from the fact that socialists usually have 
other preferences than liberals, which may make 
comparisons of performances of socialist and liberal 
policies impossible, or at least highly arbitrary, the 
statement “the more instruments the better” does not 
mean that any n-+ / instruments are better than any 
other n instrumenis. There are good and bad instru- 
ments (even at a given social utility function), in 
terms of the utility increment that an instrument can 
create. A socialist might perhaps choose a large 
number of bad instruments, while a liberal might 
choose a small number of good instruments and thus 
come out with the better result. Indeed, disagree- 
ment between socialists and liberals is more often 
related to the nature than to the number of instru- 
ments applied. That policy performances tend to 
improve when more instruments are applied means 
only that, if a new instrument is added to an already 
existing set of instruments, performances will tend 
to improve. Only in this sense is it true that less 
trade-off is required the more instruments we apply. 


On the other hand, it does follow, of course, that 
less developed countries always tend to show relative- 
ly poor policy performances because, as an aspect of 
underdevelopedness itself, they master relatively few 
policy instruments, and do not master them very well. 
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This obvious circumstance should not by itself dis- 
courage less developed countries from including social 
justice among their policy targets. Imperfect, policies 
are better than no policies at all, unless we insist that 
policy-making in less developed countries is so bad 
that it does more harm than good. Instances of bad 
and even catastrophic policies can easily be mention- 
ed, but they do not really render support for non- 
interventionist philosophies of this sort. More often 
than not, the responsibility for bad policy can be 
traced back to political constraints rather than bad 
advisers; that policy advice may also have been bad 
in many instances does not preclude that better advice 
could have been given. Assuming that serious policy- 
makers assisted by serious policy-advisers make the 
best of the circumstances, we have every reason for 
believing that imperfect policies are better than no 
policies. 


A more important argument against adopting 
social justice targets is that, if the situation is already 
one of trade-off, additional target variables would 
imply additional trade-off, and would thus inevitably 
lead to less favourable growth performances. This 
is presumably what many development economists 
have in mind when they warn against policies that 
concentrate on social justice. Once more, however, 
we have to consider which new policy instruments can 
be brought to bear upon the problem. If additional 
good policy instruments can be introduced, it is not 
obvious whether and in what sense policy perform- 
ances should necessarily deteriorate as a consequence 
of improved social justice. The problem is com- 
plicated, however, by the fact that we are consider- 
ing a shift from one set of social values to another. 


It is clear, however, that, even if previous growth 
policies have been well-designed, growth performances 
need not necessarily deteriorate because social justice 
targets are added to the picture. And, if the previous 
growth policies were inoptimal, there may even be 
a possibility of improving growth performances at 
the same time as social justice is improved. 


The first possibility arises only when there are 
instruments that can improve social injustice without 
affecting the growth variables; a policy that is totally 
indifferent to social justice would have no reason for 
using such instruments, and a policy that is also 
concerned with social justice would certainly pick up 
such instruments. A number of social security 
arrangements could be mentioned here. If based on 
pay-roll taxes, they may only imply redistribution 
between employed and unemployed, between healthy 
and sick, and between young and old, but, neverthe- 
less, be important from a social justice point of view 
because they remove insecurity for the lower income 
brackets. 
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The second possibility arises when there are in- 
struments that could improve growth and at the same 
time would improve social justice, but for some rea- 
son were overlooked by the policy-maker. In the 
fields of agriculture and employment, in particular, 
there seem to be more such instruments than have 
been recognized in the past. 


A third possibility is innov-tion with regard to 
policy instruments. Such innovation may either take 
the form of entirely new institutions and policy in- 
struments, or improved knowledge about the effects 
of already existing policy instruments. 


Finally, a fourth possibility for improving per- 
formance generally and according to all views on the 
importance of various targets is that those who ad- 
vocate growth cum social justice are also willing to 
permit instruments that are not permissible to those 
who think that policy should concentrate on growth. 
But. in this case, it could be argued that there is. 
indeed, a trade-off between instruments and targets. 


In other cases. there would be trade-off in the 
sense that growth performance considered in isolation 
would deteriorate. while growth cum social justice 
performance improves. It goes without saying that, 
if we had compared two social views. one advocating 
growth cum social justice and one growth cum social 
injustice? the possibility of “making everybody 
happy” diminishes: but even here the possibility 
cannot be ruled out of finding instruments that would 
improve the growth variables so much that. despite 
the simulianeous move towards greater social justice. 
even those who advocated social injustice would find 
that over-all policy performance had improved. 


Summarizing. we can thus say that it is not 
generally true that a trade-off between growth and 
social justice is imevitable. If targets are absolute, 
there is by definition no trade-off. and additional 
instruments may exist. or can be found, so that a 
larger number of targets can be fulfilled. If targets 
are relative, so that we are confronted with optimiza- 
tion through trade-off. a deterioration of the growth 
variables may still be unnecessary if better instru- 
ments than those hitherto applied can be devised. 
The latter statement should not be read as a platitude 
saying the obvious thing that if policies were better. 
then everything could be better, regardless of whether 
we want social justice or not. It says mnch more 
than that. Permissible instruments may exist that 
together with or in lieu of already applied instruments 
can improve social justice without deteriorating 
growth, and have not been used so far simply because 


? Nobody favours injustice. of come, but ome man’s justice may be 
another man’s injustice. 


there has not been sufficient interest in social justice. 
And the demand for innovation in the technology of 
economic policy is more than just wishful thinking, 
because we know that, practically speaking, all known 
policy instruments have been invented in response to 
a need. 


B. Growth constraints and social justice 


Having thus concluded that development cum 
social justice is essentially an instrument problem, 
the next logical step would be to study, in the con- 
text of a complete model for a particular country, to 
what extent the existing instruments do or do not 
suffice for solving problems of social justice with little 
or no trade-off in terms of development; one could 
alternatively work with absolute targets and postulat- 
ed social utility functions. This road is not open, 
however. and probably never will be. Standard 
macro-models designed for development planning are 
usually not well specified for this purpose. Rarely, 
if ever. are they sufficiently detailed for pinpointing 
important social policy issues, and, in terms of policy 
instruments (be it in relation to development or social 
justice) they can only be characterized as poorly 
specified. This is true even for the most ambitious 
models that have been set up for developing countries. 
The extent of the success of the future research with 
macro-models that incorporate major social justice 
components in terms of distribution of wealth, income, 
and opportunities and yet are sufficiently specified in 
regard to development, is subject to conjecture. The 
large number of sectors and commodities to be dealt 
with tends by itself to make models very large; if, in 
addition. detailed specifications in regard to man- 
power. education, ownership and personal income 
distribution are to be incorporated, they will surely 
grow beyond manageable limits. The fact that even 
the largest econometric models for the United States 
economy throw almost no light on the major social 
problems of that country is not encouraging. 


The need for adequate macro-models is neces- 
sitated by the fact that it is a problem of social justice 
for large population groups, and, in most instances, 
intervention for the sake of social justice will be im- 
portant enough to warrant repercussions that may 
predominate over more direct, and more easily as- 
certained. partial effects. Fortunately, such repercus- 
sions can to some extent be studied with the help 
of existing macro-models; input-output models may 
thus be used to trace repercussions of changes in the 
composition of demand related to given shifts in 
income distribution. Generally, we will have to be 
content with a2 more simple partial analysis, and the 
most rewarding approach may be to concentrate the 
investigation upon what is believed to be the major 


on 
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constraints upon development, to study the direct im- 
pact on them of improved social justice and to 
examine positive or negative effects of the policy 
instruments used for improving social justice. Such 
investigation should also include a reconsideration of 
all special instruments currently recommended and 
used for promoting development. Some of these 
instruments may have only marginal effects upon 
development but have obvious adverse effects upon 
income distribution. Some of the devices used for 
inducing private investment by extending various 
kinds of favours to private business may be of this 


kind. 


The discussion will therefore concentrate on the 
following constraints which appear to be most im- 
portant: 


1. domestic saving; 

2. physical investment capacity; 
3. foreign exchange; and 
4 


. skills and abilities of labour and manage- 
ment. 


Some of these may be potential constraints only. 
Even if it could be shown that improved social justice 
tightens a particular constraint, it does not therefore 
follow that development will in fact be adversely 
affected. This will only happen if the constraint ac- 
tually is or becomes binding; it was, inter alia, for 
ascertaining which constraints actually are binding 
that we would need a complete model. 


Saving and social justice 


This is the classical field of controversy between 
development and social justice policies. If the higher 
income brackets have higher marginal savings ratios 
than the lower income brackets, and social justice 
implies equalization of income distribution, the con- 
clusion can only be that social justice implies a fall 
in both average and marginal savings ratios. The 
same argument applies to redistribution wanes 
income of capital and labour, if recipients of capital 


income have the higher marginal savings ratio, and 


to redistribution between the corporate business and. 
non-corporate sector. With the Harrod-Domar and 
Kaldor models, or the Solow model as a starting 
point, most growth theories imply a positive correla- 
tion between savings ratio and growth rate and/or 
between savings ratio and capital intensity and, hence, 
per capita income. It follows then immediately that 
social justice leads to a lower growth rate and/or per 
capita income. 
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There are a number of flaws in this line of ) 


reasoning. Redistribution may transfer income from 
low saving groups in the higher income’ brackets 
(prodigal absentee landowners, say) to high-saving 
groups in the lower income brackets (parsimonious 
owner-cultivators) so that the effect on total private 
saving is uncertain. But the redistribution may as 
well work the other way: from high savers in high 
income brackets (corporate business) to low savers 
in low income brackets (workers), in which case the 
decline in total saving is accentuated. On balance, 
there is probably little doubt that redistribution of 
both wealth and income in favour of the lower wealth 
and income brackets tends to lower the over-all savings 
ratio. 


There is, however, a possibility that the over-all 
capital-output ratio will also be affected by redistribu- 
tion of income. If redistribution implies a lower 
capital-output ratio, the demand for saving needed to 
produce a given growth rate will correspondingly be 
lower and the effects of redistribution on the growth 
rate may cancel each other out. The idea behind this 
argument is that the composition of demand by com- 
modities depends on income distribution because 
lower income groups’ consumption is concentrated on 
simple, unsophisticated products from industries with 
a low capital-output ratio and a low capital-intensity. 
Whether this holds true is, of course, an empirical 
matter of income elasticities and capital-output ratios 
for individual sectors. Rezent empirical work inves- 
tigation tends, however, to indicate that the opposite 
is true. For Brazil, it has been found that redistri- 
bution in favour of the lower income brackets would 
in effect tend to lower employment mainly because 
durable consumer goods (automobiles, in particular) 
are produced there with relaiively low capital-intensity 
whereas food is produced with relatively high capital- 
intensity. It would seem to follow that redistribu- 
tion in favour of lower income brackets tend to 
increase capital requirements. These results are, 
clearly, highly dependent upon the special Brazilian 
setting and its particular structure of imports and 
industry. The modern Brazilian industry is to a 
large extent concentrated on durable consumer goods 
and other luxury goods. <A different composition of 
domestic industry and imports might lead to the op- 
posite result. These findings in a single case are 
clear warnings against simplistic theories in this field. 
If anything they indicate that the effects of redistri- 
bution via the composition of demand are small, and 
that countries interested in social justice should in- 
dustrialize for supplying the needs of the lower income 
brackets rather than the irniddle and upper income 
groups. With an industrialization policy of this type, 
the effects of redistribution of income might be posi- 
tive in regard to employment and imply lower capital 
requirements, 


As 
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Leaving the question of the effect on the over-all 
capital-output ratio open, it should be emphasized 
that, even if redistribution with certainty would lead 
to a fall in private saving at given total income, an 
increase in public saving may compensate for the fall 
in private saving so that the over-all national savings 
ratio remains unchanged. And should the capital- 
output ratio increase, the increased need for savings 
could be met by a further increase in public savings. 
To increase public savings is, for all purposes and 
intents, a question of increasing taxation in some 
form. This, in turn, is partly a political, party an 
administrative, problem. 


In regard to the political problem, it might be 
argued that, if a policy of redistribution has been 
decided upon, there should be no such problem 
involved in the necessary increase in taxation. But 
that is not necessarily true. The decision to give to 
certain groups may not be accompanied by ariy deci- 
sion to take from anybody. The realities of econo- 
mic policy are like that. It is worth emphasizing, 
therefore, that precisely the process of giving may 
create political opportunities for levying taxes without 
resentment; but once such opportunities are foregone, 
they may be foregone forever. Land reform offers a 
good example of this political arithmetic. If it has 
been decided to redistribute land without compensa- 
tion to the old owners, the problem is to levy a tax 
that will prevent total consumption from increasing 
(assuming the old owners to have a higher marginal 
propensity to save than the new ones). If a land 
tax is now levied on the new small owners to prevent 
their consumption from increasing more than the fall 
in the consumption of the old owners, the new owners 
will still be much better off than before land redis- 
tribution and may not feel the tax as any burden. 
Apart from the title deeds and the value ownership 
has in itself, the new owners will be able to experi- 
ence an increase in income. There should be no 
administrative problems (deficiencies of land registra- 
tion, cadastral surveys, etc.) involved in levying the 
land tax, because the land reform itself requires an 
identification of ownership. The land reforms of 
both Egypt and Iran are good examples of missed 
political opportunities for increasing or levying land 
taxes in a relatively painless way. 


Similar opportunities for increasing taxes and 
public saving arise in connexion with social security 
arrangements that ‘involve the imposition of social 
security contributions and accumulation of social 
security funds. Old age pensions to workers in 
modern industry offer a good example. If contribu- 
tions are levied on employers, and pension rights are 
linked to the individual employee’s time of member- 
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ship in the pension system, accumulation of funds 
will take place for a long time. The burden will rest 
on those who ultimately carry the incidence of the 
contributions. In the long run, at least, it seems 
likely that the contributions will be shifted back- 
wards on to the wages and salaries of the insured 
employees; should backward shifting not take place, 
the contributions may be shifted on to prices, in which 
case the incidence is distributed somehow over the 
population as a whole (whether this is consistent with 
social justice is another matter) and problems of 
competitiveness and employment would arise. But 
backward shifting is the overwhelming probability. 
Social security schemes of this type do not redistri- 
bute income from capital to labour (as their ad- 
vocates often seem to believe); nevertheless they do 
fulfil an important social justice function in redis- 
tributing income as between age groups (in the long 
run); and they are always highly appreciated because 
they give employees security. This is true even when 
part of the contributions are levied directly upon the 
employees. Some countries have been extremely 
successful in increasing public saving through social 
security programmes; the accumulation of funds and 
thus the increase of public savings may -last for 
decades. 


If, on the other hand, more traditional revenue 
sources have to be relied upon for increasing public 
saving in connexion with redistribution schemes 
which lower private saving, political resistance may 
be overwhelming; or the administration may only 
be capable of handling revenues that tend to reverse 
the initial redistribution of income or what other 
benefits have been given to special groups. In addi- 
tion, some of the revenue sources that can be ad- 
ministered may have strong and unfortunate incen- 
tive and allocative effects. Export taxes on foreign 
trade is a case in point. 


Finally, it should be emphasized from the point 
of view of social justice that public saving has the 
advantage that it will be accumulated in the public 
rather than in the private sector. From a social point 
of view, public saving may be considered superior to 
private saving; and particularly superior to savings 
out of profit. To replace private saving by public 
saving could be called “nationalization” of savings. 
With savings “nationalized”, wealth will slowly be 
“nationalized” without the government ever depriving 
any citizen of his private property rights. Modern 
Western European socialism attaches much impor- 
tance to this implication of public saving; it repre- 
sents an alternative to the idea of gradual socializa- 
tion through public investments because it does not 
imply government interference with production. 
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Physical investment capacity 


Some observers believe that, in the early stages 
of development, the ability to erect investment 
structures and install and trim machinery and equip- 
ment sets an upper limit to the attainable growth rate. 
Generally we can speak about the propensity to invest 
in real capital as determined by abilities and cool 
profit considerations. Income redistribution may in- 
fluence this constraint positively if redistribution 
shifts investment requirements in the direction of 
traditional investments, such as construction which 
can be mastered more readily by the available labour 
and management than investments in machinery and 
equipment. In addition to income elasticities and 
capital output ratios, “construction intensities” be- 
come decisive. Once more it is difficult to generalize 
without empirical studies of the type referred to in 
the last section. Special social programmes may 
involve large construction works, roads to villages, 
educational and health centres in rural areas, housing 
programmes and flood controls, and if planners are 
content with traditional types of structures there need 
be no special capacity limits for such investments. 
Reference could here be made to the massive flood 
control programmes in the People’s Republic of China 
where extremely labour-intensive methods have been 
applied. 


Extending the discussion at this point to the 
problem of inducing private investment we encounter 
the type of growth policy instruments that probably 
causes most grievance from a social justice point of 
view. On good theoretical grounds it is taken fory 
granted that the higher net profits on investments are, 
the larger will private investments be. With this 
motivation, a number of profit increasing measures 
are used in most developing countries, such as tax 


credits or exemptions, accelerated depreciation and } 


direct grants and subsidies. 
their sfictie on private investment; that an instru- 
ment is efficient in highly developed countries does 
not guarantee that it works well in a less developed 
environment. If tax evasion is widespread, any mea- 
sures that alleviate taxation will only legalize the 
existing practices and the effects on investments will 
be negligible. If, on the other hand, they actually 
do induce private investment, and the country does 
not want public investments, the need for such in- 
struments may outweigh their negative impact on 
social justice; but the funds used for such subsidiza- 
tion of investments should then, as far as possible, 
be raised through taxes on the higher income brackets 
(e.g. taxes on luxury consumption); this problem 
will be further discussed in the chapter on employ- 
ment. To the extent that the purpose is to reallocate 
investments from certain industries to other indus- 
tries rather than to increase total private investment, 


Little is known about j 
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subsidies may be entirely unnecessary; what matters 
then is relative profits and they can be changed 
through taxing the low-priority industries instead of 
subsidizing the high-priority industries. 


The foreign exchange constraint 


Programming methods often identify foreign 
exchange as a binding constraint. In discussing the 
impact of social justice policies on this constraint we 
have to separate commodity trade and capital move- 
ments. 


Disregarding the possibility (by no means re- 
mote) that the volume of aid (grants and loans) 
available to a country is made dependent upon its 
social policies, the major effect on capital movements 
is related to the plain fact that what is just for the 
poor is unjust for the rich. Progressive taxat‘on, 
land reforms and nationalizations, all tend to foster 
capital outflows which may exert a heavy drain on 
the balance of payments. Certain developing coun- 
tries specialize in being tax havens and the inflow 
of capital to such countries may be so heavy that 
they exhibit better growth performances than other 
less developed countries, with standards of life rising 
and mass poverty disappearing faster than in coun- 
tries which deliberately pursue social justice policies 
and, for that reason, suffer from the flight of capital. 
This paradox should not be taken to imply, of course, 
that all less developed countries would be better off 
if they gave up social policies and became tax havens. 
Such a development would remove the need for tax 
havens which flourish only because they are excep- 
tions to the rule. 


Strong interference with wealth and income dis- 
tribution may thus give rise to a need for control of 
private capital outflows, and such controls are only 
effective when all capital movements are controlled. 
But this in turn requires complete control of com- 
modity exports and imports, and all other foreign 
payments, because export and import transactions 
offer the simplest way of evading controls on capital 
movements. This may be one of the more serious 
consequences of social policies in less developed coun- 
tries. Policy measures shoyld therefore be taken so 
that they minimize the incentive to capital flight. 
Redistribution of wealth through land reform or 
nationalization without compensation is probably 
much more conducive to capital flight than redistri- 
bution of income through progressive income taxa- 
tion. And if such measures as land reform are 
thought to be socially necessary, they should be 
carried through quickly and decisively and in such 
a way as to remove apprehensions about similar 
future measures of this type. Nothing is probably 
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worse than half-way measures with the threat of con- 
fiscation hanging over the wealthy classes for long 
periods. Such situations may simply be destructive 
for the economy, paralysing or distorting private 
entrepreneurship, without, in any way. improving the 
position of the poor and the disadvantaged. 


In relation to commodity trade, the problem is 
whether the composition of domestic demand and 
supply will affect exports and imports so as to imply 
a change in the balance of trade. It is assumed that 
the effect on total effective demand has been com- 
pensated for through adjustments of public saving. 
The question is then how the direct and indirect con- 
tent in consumption of exportables and actually im- 
ported goods depends on distribution of consumption, 
or, to put it in another way, how the content of strict- 
ly domestic (non-traded) goods and services and 
import substitutes depends on distribution. Past and 
present policies of investment for import substitution 
have thus an important bearing upon the future ba- 
lance of payments effects of income redistribution. 
In their import-substitution policies, a number of 
countries have directed their attention to actual de- 
mands from the higher income brackets, such as 
durable consumer goods of a sophisticated nature, 
rather than to potential demand from the lower 
income brackets for simpler and unsophisticated pro- 
ducts. Past investment policies may thus prejudice 
income redistribution: to utilize existing capacity 
and keep up employment, and to prevent an increase 
in complementary imports, inequality of income may 
have been made a built-in necessity. What makes 
such a situation particularly perverse is that, whereas, 
typically, production of sophisticated consumer goods 
in less developed countries is highly non-competitive 
(even at “realistic” exchange rates), it stands to 
reason that production of simple consumer goods 
(non-durable and semi-durable) may be competitive, 
not only because less skill ray be required, but also 
because the c.i.f. - f.o.b. price gap is relatively larger, 
the lower the value per unit of weight or volume, and 
the larger this price gap is, the more likely is it that 
the country will be competitive in the domestic 
market. Preference for foreign goods may also be 
lower among the lower income brackets, in particular 
among illiterates in rural areas: the demonstration 
effect is a typical urban, middle- and upper-class 
phenomenon. Equalization of income distribution 
may thus require a radical change in import substitu- 
tion policies, a change which on the other hand is 
likely to have positive effects from a pure alloca- 
tion point of view. 


Only careful empirical analysis based on actual 
and potentially optimal import-substitution policies 
can tell what the ultimate demand effect of redistribu- 
tion on the balance of trade will be; there is little 
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point in speculating about the outcome of such em- 
pirical analysis. The high food content in the con- 
sumption of the lower income brackets may be com- 
pensated for by higher direct or indirect import 
content in the consumption of the higher income 
brackets. The results will be highly dependent upon 
the degree of import control and the structure of 
domestic industry, but it could be mentioned that 
improved social services, including educational and 
health services, will tend to expand public demand 
for goods and services and (apart from defence) 
production of public services is relatively labour- 
intensive, with a relatively low direct content of im- 
ports and exportables. 


Skills and abilities of labour and management 


Unless equity considerations prevent adequate 
wage and salary differentials and thus promote a 
“brain drain”, it is hard to see how policies for 
social justice could diminish the supply of skills. 
Equalization of opportunities should even be expected 
to have strong effects in the opposite direction, The 
problem of adequate wage and salary differentials is 
presumably most difficult to solve in relation to foreign 
competition (the “brain drain”): for here, competi- 
tive wages may imply domestic wage differentials that 
no political party would dare to endorse. For purely 
domestic purposes, wage differentials need not be 
very large; it may be the ranking, rather than the 
absolute differences which matters from the point of 
view of incentive. Moreover, people generally under- 
stand that skill is worth its price, and, for that reason, 
moderate differentials usually do not give rise to 
objections. 


In some of the countries of this region, mass 
poverty results in malnutrition of large population 
groups. If malnutrition can be mitigated through 
redistribution of income, the following increase in the 
ability to work should make the potential returns of 
such redistribution very substantial. Whether this 
potential return will materialize depends, however, 
upon the precise way in which Jabour productivity is 
affected. If the improved nutrition only implies that 
a man is able to work longer hours, and the situation 
is one of absolute surplus labour (with zero marginal 
productivity), there will be no increase in production 
despite a greater ability to work. Jf, on the other 
hand, better nutrition implies increased productivity 
of labour, production will increase at a given employ- 
ment, and, at given money wages, employment will 
tend to increase. Needless to say, the redistribution 
and improvement of nutrition is in any case highly 
valuable from a social point of view, no matter what 
its effect is on production. 
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C. Concluding Remarks 


There is no denying that conflicts may arise be- 
tween development targets and social justice targets, 
but the possibility and seriousness of such conflicts 
have been greatly exaggerated. The complementari- 
ty situation, in which the fulfilment of social justice 
requirements directly facilitates growth, may be less 
frequent than optimists would like to believe. Yet, 
there is no absolute contradiction, and trade-off may 
be entirely avoided or at least reduced through the 
adequate use of policy instruments. 


There is a remarkable difference between the 
efforts made for developing methods of planning, and 
those devoted to developing methods of implemen- 
tation. Typically, planners plan without considering 
constraints on implementation in any serious and de- 
tailed manner. Yet it is implementation that de- 
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termines the success of planning. More often than 
not, developing countries have simply tried to copy 
the fiscal and monetary institutions and instruments 
applied in developed countries rather than to design 
them from the very beginning for the environment 
in which they are intended to work. Developing 
countries would do well in reallocating some of their 
scarce resources of skilled and competent expertise 
from planning in the traditional sense of the word to 
design of institutions and instruments for implemen- 
tation of policy targets. There are no simple short 
cuts to improvement and innovation in institutions 
and the technology of economic policy, but experience 
proves that, when resources are invested in this acti- 
vity, returns in the form of better policy performances 
will follow sooner or later: what looks difficult and 
almost impossible today may be mere routine tomor- 
row, 
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Chapter Il 
ECONOMIC GROWTH AND EMPLOYMENT 


In the developing countries, and especially in 
the ECAFE region, the task of seeking economic 
growth through rationalizing the factor mix and 
modernizing the state of technique while simultane- 
ously seeking to improve living conditions by assuring 
the population at large a higher real income level 
has raised a number of fundamental conceptual and 
empirical issues. This chapter attempts to review 
some of these issues, to place them in a logical frame- 
work for further discussion, and to suggest a feasible 
and consistent policy orientation through which the 
developing countries of the ECAFE region may cope 
with the employment problem within the scope of 
their commitment to accelerating and sustaining 
economic growth. 


The first section discusses briefly the relationship 
between employment and output as developed in 
economic theory. Section B reviews both the impor- 
tance of employment as a development objective and 
the employment picture within the ECAFE region as 
a means of emphasizing the urgency of the problem. 
Section C examines past experience and future pros- 
pects of employment growth within the industrial and 
service sectors in the region and presents suggestions 
in favour of greater reliance on market prices and 
labour-intensive techniques in including fuller em- 
ployment alongside further industrialization. Section 
D continues this discussion with specific reference to 
the agricultural sector, where the employment problem 
is especially critical owing to the various factors 
which inevitably coincide to produce a relatively low 
sectoral rate of growth and high rates of unemploy- 
ment and underemployment. Some general conclu- 
sions emanating from these reviews and discussions 
of growth and employment are presented in Section 


EK. 


A. Employment and output as development 
policy objectives 


A striking characteristic of labour is its double 
role in the economic process. On the one hand, it 
is a factor input; on the other, it represents the vast 
majority of the consuming public. In a strict econo- 
mic sense, the labour force might be considered 
separate and distinct from the household sector. In 
this case, the problem of employment, unemployment 
and/or underemployment of labour would not differ 
from similar problems relating to under-utilization of 


other factors of production. The “optimal” alloca- 
tion of all factor inputs and opportunity costs would 
relate back solely to conditions of comparative ad- 
vantage, deriving from the state of technique and the 
factor endowment. 


Where labour serves as the sole source of income 
for the vast majority of the population, however, as 
is true throughout the developing ECAFE countries 
and the rest of the world today, the question of 
“optimal” resource allocation and social cost with 
respect to the labour input must include a considera- 
tion of questions of social welfare as well as economic 
efficiency. Careful attention must be paid to this 
seeming paradox with a view to ensuring a structure 
of the economy that can assure a high level of pro- 
ductive employment at some “reasonable” levels of 
wages and salaries. This goal has been reiterated as 
one of the major themes of the Second United Nations 
Development Dacade, and it would be well to examine 
its implications briefly in the light of standard 
economic theory. 


In a market economy, the level of employment 
is ordinarily fixed in accordance with marginal pro- 
ductivity considerations. That portion of the labour 
force whose marginal value productivity falls below 
the going money wage rate remains unemployed 
simply because it is not profitable for firms to use 
its services. In an economy where the level of un- 
employment is chronically very high, as in the 
developing countries, the mechanism that determines 
the employment. level under competitive conditions 
may come in for considerable criticism on grounds 
of social justice, and various forms of social control 
over the market mechanism may be called for. In 
the developing economies, which, in addition, typical- 
ly face a characteristic output problem, the question 
is whether the objectives of raising both output and 
employment levels can be attained in conjunction 
under enlightened development policies. It is impor- 
tant to examine this question more rigorously. 


In an economic system containing only one 
sector and one technique of production, a fixed rela- 
tionship will exist between output and employment, 
so that any increase in employment will require an 
increase in output, and vice versa. Extending this 
proposition to the aggregate level without distinguish- 
ing between sectors and postulating fixed factor pro- 
portions, we will usually find that, in developing 
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countries, the maximization of current income is con- 
sistent with some unemployment of labour. This 
result arises out of the abundance of labour and 
scarcity of capital and the proportions in which the 
existing technology is capable of combining these two 
factors of production. 


Under the conditions presumed in such a society, 
employment can only be raised by increasing the 
capital input. There are, of course, two ways of 
doing so: through the importation of capital goods 
from abroad, and through the domestic accumulation 
of savings for transformation into capital goods. If 
capital becomes available in either or both of these 
ways, there need be no conflict between output growth 
and employment growth; in fact, the former will 
remain an essential condition for the latter. 


However, if variability of factor proportions and 
sectoral differences in factor requirements are entered 
into the model as complicating (but more realistic) 
elements, this simple relationship between output and 
employment will no longer hold. If the proportions 
in which factors can be combined are assumed con- 
tinuously variable, either within each sector or be- 
tween sectors, output will be maximized by employ- 
ing capital with the techniques and in the sectors 
using the highest labour input per unit of capital. 
The distinction between sectors (commodities) is 
particularly important here, because, by altering the 
sectoral composition of output, the amount of employ- 
ment generated in the economy as a whole can be 
varied. And, if alternative techniques are available 
within each sector as well, the range of choice be- 
tween labour- and capital-intensive production pro- 
cesses will be even greater. Indeed, with continuous 
variability in factor proportions and/or output com- 
position, output can be raised so long as additional 
units of labour combined with the given capital stock 
yield a positive return, Alternatively, a given capital 
stock will produce the maximum output when it is so 
allocated among sectors and techniques as to permit 
the largest possible level of productive employment 
of labour. 


While this reasoning indicates that there is no 
essential conflict between output and employment ob- 
jectives, it does reveal a conflict between labour pro- 
ductivity, and, hence, wages and employment. The 
greater the ratio of labour to capital, the lower will 
tend to be the marginal and average productivities 
of employed labour. And vice versa, with a given 
capital stock, output per unit of labour will rise as 
employment of labour declines. This relationship is 
consistent with the fact that total output, and hence 
per capita income, will be higher where productivity 
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of labour is reduced as a consequence of increased 
employment. To put it differently, output per head 
of employed population will be lower with higher 
employment, but income per head of the entire popu- 
lation (including both the employed and the un- 
employed) will be higher; in the opposite situation, as 
total employment declines, output per head among 
the employed will rise, but income per head of the 
entire population will be reduced. Thus, there is a 
conflict between productivity of those employed and 
income per head for the population as a whole, and 
even more so between employed and unemployed. 
Under these circumstances, and in a free enterprise 
system (where profit considerations take first, if not 
sole, priority), there will tend to be considerable 
inequality in the distribution of income simply be- 
cause the unemployed earn no income, and this in- 
equality will be greatest in developing economies 
since they tend to have high unemployment levels. 
This condition may, of course, be ameliorated by 
resorting to various types of income transfer mechan- 
isms between the private and public sectors. 


In sum, when flexibility of factor proportions is 
introduced into the simple growth model, no inevit- 
able conflict arises between the output and employ- 
ment maximization objectives in the aggregate, al- 
though, on the micro level, profit goals will imply 
that employment be limited by labour productivity 
constraints. Given a relative scarcity of capital and 
abundance of labour at the macro level, a situation 
typical of the developing countries, it follows that 
both employment and output can be maximized 
through a heavy emphasis on labour-intensive tech- 
niques and sectors. 


While the degree of labour intensity is limited 
by the available range of technological choice, there 
is also a limit to the extent to which the composition 
of output can be varied with a view to maximizing 
employment through the expansion of the labour- 
intensive sectors of the economy. This limit is set 
by the composition of demand for the output of differ- 
ent sectors. However, this constraint can be relaxed 
in the context of an open economy, because limits to 
the expansion of the output of a sector set by the 
extent of domestic demand can be overcome by export 
expansion. Similarly, the excess of domestic demand 
over the output of the shrinking sector can be met 
by import expansion. The limit, if any, to the ex- 
pansion of markets through exports brings us into the 
realm of international economic policy of the import- 
ing countries as well as the structure of the export 
market and the nature of the demand for particular 
labour-intensive products. If exports face an inelastic 
demand, the fall in the export price and the conse- 
quent loss in real income may bring us back to a 
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conflict between the expansion of current employment 
and output.! 


To the extent that tariff and other barriers to 
world trade restrict the growth of labour-intensive 
manufactured exports from the developing countries 
(which incidentally appears to be confirmed by the 
existing commercial policy pattern in the developed 
countries), the promotion of employment in the poor 
countries will conflict with the objective of increasing 
output. In so far as the pattern of domestic demand 
limits the expansion of the output in the labour- 
intensive sectors or industries, it is conceivable that 
the pattern of demand be regulated by either direct 
or indirect controls with a view to diverting demand 
in the direction of the more labour-intensive products. 
This can be done by means of a fiscal policy which 
taxes 'ehour-intensive products lightly compared 
with capital-intensive products. Moreover, a more 
equal distribution of income probably tends to direct 
the pattern of aggregate domestic consumption to- 
wards labour-intensive commodities, since a large part 
of the consumption expenditure of the lower income 
groups is spent on relatively unsophisticated con- 
sumer goods, which are usually produced by labour- 
intensive techniques. It therefore follows that a 
development strategy which concentrates on increasing 
output (and employment) in those sectors in which 
large masses of poor people are employed, such as 
agriculture, will stimulate the demand for labour- 
intensive consumer goods. such as food. 


The absence of conflict between the objectives of 
maximization of current output and employment is 
based on the assumption that, with a more labour- 
intensive technique. output per unit of labour is lower 
and output per unit of capital is higher than in the 
case of a less labour-intensive technique. Since 
capital is here assumed to be the scarce factor of 
production, the choice of an appropriate technique 
should ensure that output per unit of capital will be 
higher than under any other alternative technique. 
This will maximize output with a given capital fund 
while at the same time employing the maximum 
amount of labour.? 


* The phenomenon of inelastic world demand depressing export 
prices is more likely in the case of agricultural products than with 
industrial products; for example, if the export crop of a particular 
country constitutes the buik of the world supply of the commodity, it 
influences the export price through variations in the export sales. This 
may also happen if all or many developing countries promote the ex- 
port of labour-intensive agricultural products. 


? Tf more capital-intensive techniques produce more output per unit 
of capital, while employing a smaller labour force, then a conflict 
arises between the output and employment objectives. In other words, 
where more labour-intensive techniques require more capital as well 
as more labour per unit of output, an infficient technique arises from 
the technological point of view since more of both factors are necessary 
to produce the same output, and it should, therefore, automatically be 
ruled out of the range of chuice. 
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This is an appropriate line of reasoning where 
selection must be made from among simultaneously 
available technologies on the basis of given factor 
prices. While obviously inefficient techniques will be 
ruled out if alternative superior techniques are pre- 
sently available, the developing countries typically 
are confronted with technological sets or production 
surfaces which represent technologies belonging to 
different time periods. They are, in fact, endowed 
with capital stocks embodying technologies of differ- 
ent vintage. They aré more often than not in a 
stage of transition from traditional to modern tech- 
nology. Moreover, the more capital-intensive tech- 
niques are often associated with economies of scale, 
and therefore yield higher output per unit of both 
labour and capital. In cases such as these there is 
an inevitable conflict between maximization of output 
and employment. Such cases may, however, be limit- 
ed in number. Moreover, in such conflict cases, the 
choice may require the policy-makers to attach rela- 
tive weights to the output and employment objectives. 
assuming that cases of conflict are important enough 
and frequent enough to make an appreciable differ- 
ence in the level of aggregate employment. It may 
happen that these capital-intensive activities are either 
supplied by, or through their products feed, industries 
that are intensive users of unskilled labour, so that, 
over the economy as a whole, their direct and indirect 
effects are both employment and output-generating. 
They may also generate scarce foreign-exchange 
resources with high opportunity cost or economize 
the services of factors even scarcer than capital, such 
as certain classes of highly skilled labour; in both 
cases. capital-intensive techniques justify themselves. 


While the objective of maximizing output does 
not conflict with the employment objective except in 
the cases mentioned above, this is not necessarily true 
when the rate of growth of income is sought to be 
maximized. The rate of growth of income is a func- 
tion of the rates of saving and investment. If cur- 
rent income originates in the labour-intensive sectors 
employing labour-intensive techniques, the rate of 
saving will be lower than it would be if income were 
generated in the capital-intensive sectors or by the 
use of capital-intensive techniques. This is so be- 
cause, in the latter case, the share of profits in 
income, and hence the rate of saving, is higher. This 
is on the assumption that profit-earners have a much 
higher propensity to save than wage-earners, so that 
a pattern of distribution of income which heavily 
favours savers is conducive to a higher rate of growth. 
Since profit-earners are few and wage-earners are 
many, a high share of profits in national income 
implies an unequal distribution of income. This line 
of reasoning implies, firstly, that an unequal distribu- 
tion of income is a prerequisite for a high rate of 
saving, and secondly, that an unequal distribution of 
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income is related to an investment in the low employ- 
ment-generating techniques or the capital-intensive 
sectors. 


This line of reasoning may be examined more 
closely. Even if it is true that profit-earners save 
more than wage-earners, investment in labour-inten- 
sive techniques or sectors does not necessarily lower 
the rate of saving. The amount of savings generated 
by the initial round of investment is a function both 
of the magnitude of increase in income and of the 
rate of saving out of the increase in income. When 
deciding in which sectors or techniques to employ 
the limited investment funds, it is necessary to take 
both these factors into account. The initial invest- 
ment in a labour-intensive technique or sector iaay 
cause an increase in income large enough to offset 
the low saving rate out of the increase in income. 
In other words, the incremental capital-income ratio 
may be lower than the incremental  saving-income 
ratio, so that the ratio of incremental saving to the 
initial investment is higher in the case of the labour- 
intensive techniques or sectors than in the case of 
the capital-intensive techniques or sectors. This is 
because, in the labour-intensive sectors or techniques, 
the increase in income per unit of investment is higher 
than in the capital-intensive techniques or sectors. 
Thus the higher incremental income may swamp the 
lower saving rate to generate a higher total amount 
of saving; it is the latter which is relevant to the 
future rate of growth of income. In view of this, 
the argument in favour of investment in capital- 
intensive sectors or techniques for the sake of gen- 
erating a higher volume of investment funds needs 
serious qualification, The effect on the “reinvest- 
nient” coeflicient of a given volume of initial invest- 
ment in the labour-intensive techniques or sectors is 
an empirical question which needs proper quantifica- 
tion, 


Secondly, it is necessary to analyse how far the 
inequality of income or the high ratio of profits in 
income is a precondition of a high rate of saving. 
In the first instance, this line of reasoning applies to 
private saving and not to total saving, including 
public saving. A more equally distributed national 
income may generate a higher rate of saving if fiscal 
policy is more efficient in squeezing saving out of 
such an income distribution, To suggest that the bulk 
of savings may be generated in.the public sector does 
not imply, however, that investment needs to be 
nationalized, A preponderant share of public saving 
in national saving is quite consistent with a large 
volume of private investment, if public savings are 
channelled to private entrepreneurs or investors, In 
fact, in many developing countries, private invest- 
ment is financed to a considerable extent by loans 
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and credits from publicly-sponsored financial institu- 
tions, dispensing funds derived from public saving. 
That it is politically difficult to raise the rate of 
saving through fiscal policy is not denied, but te 
suggest that it is politically easy to raise the rate of 
saving by means of an unequal distribution of income 
associated with high unemployment, especially in view 
of a growing public awareness of the problems of 
both unemployment and poverty in recent years, is 
unrealistic. The unemployed labour force is increas- 
ingly demanding social welfare measures for the 
alleviation of their poverty; any attempt to alleviate 
their condition will necessitate expenditure of public 
funds, reducing the volume of public saving and 
hence total domestic saving, even if the private sav- 
ings of those who receive high incomes remains high. 


Thirdly, recent experience has demonstrated 
that the opening up of new investment opportunities 
and high returns from such investment bring forth 
high rates of saving from relatively low- or middle- 
income earners when saving and investment decisions 
are combined in the same hands. This has been the 
experience with the increase in investment by farmers 
in new agricultural technology, financed out of their 
own savings once the high profitability of such invest- 
ment was demonstrated to them, This may suggest 
that, if a high rate of saving is to be generated out 
of a more equally distributed national income, it 
may be useful to generate wider access to investment 
opportunities among a larger population than is the 
case with a highly unequal pattern of income dis- 
tribution, 


Empirical data on the sources of private savings 
by income stratum and occupational group in the 
developing countries are not adequate to allow any 
clear-cut verification of the relation between saving 
and income distribution, whether personal or factoral. 
Most data on corporate saving show high rates of 
reinvestment of corporate profits, even though one 
finds it difficult to assess the degree of underestima- 
tion of profits, which tends to yield an exaggerated 
picture of the’ saving rate. Moreover, saving and 
investment in the non-corporate sector, as well as in 
the self-employment sector, which includes agri- 
culture and small-scale industry in developing coun- 
tries, is considerable; corporate saving is a small 
proportion of total domestic saving. Empirical know- 
ledge on the relationship between the distribution 
of personal income and personal saving is far from 
satisfactory, It has also been suggested that an un- 
equal distribution of income may in fact reduce 
savings by pushing upward the consumption function 
of the lower-income groups, who tend to imitate the 
consumption habits of the rich, Moreover, a more 
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equal distribution of income may provide greater in- 
centives for hard work on the part of the labour 
force and, in cases where standards of nutrition are 
very low, increase the productive capacity of workers. 


The moral of the foregoing propositions appears 
to be that the rates of saving and investment which 
can be generated in an economy have been linked 
with the criteria of investment allocation between 
alternative techniques and sectors to an exaggerated 
extent, without adequate empirical foundation for the 
underlying behavioural relationships which must be 
introduced into such an analysis. 


With a given income and a given income dis- 
tribution, the amount of saving which can be realized 
is often affected by political decisions as to the 
policy instruments to be used, and this is a function 
of political will and of the determination to use the 
instruments effectively once a decision is made. Sav- 
ing implies that, somewhere in the economy, some 
group has to undergo a sacrifice of consumption; the 
decision as to who is to bear the burden is a political 
one. To have the unemployed bear the burden, as 
is the case with investment in capital-intensive sectors 
or techniques, is no less a political decision than to 
have the employed bear the burden via increased 
taxation. Similarly, to rely on private saving as the 
main source of investment is not necessarily more 
efficient than to rely on public saving, combined 
with widely dispersed, private investment activities 
throughout the economy. 


Unfortunately, the experience of the developing 
cour-tries does not provide enough empirical evidence 
to resolve the issues raised here. To suggest that 
there are a number of developing countries which 
have in recent years attained a high rate of growth 
of output as well as of employment, with an increased 
emphasis on a labour-intensive technology, does not 
necessarily indicate a resolution of the conflict be- 
tween employment and output as objectives of develop- 
ment strategy. The fact that they have attained a 
high rate of both employment and output does not 
eliminate the possibility that they could have grown 
faster if they had allowed employment to lag behind. 
The possibility of trade-offs may have been there even 
though no conscious decision was taken to choose 
between the two objectives. This could be due 
primarily to the fact that, since the rate of output 
growth was comfortably high, there was no desire to 
sacrifice employment considerations to accelerate fur- 
ther the rate of output growth. But the preceding 
analysis suggests that there has probably been more 
complementarity than conflict. 


It is important to note in this context that a 
strategy of development which advocates concentra- 
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tion on the growth of output via investment in capital- 
intensive sectors or techniques does not imply a per- 
manent neglect of employment as an objective for all 
time to come. The relative neglect accorded to the 
employment objective by this strategy is only a short- 
run phenomenon. To the extent that a higher rate 
of growth leads to higher rates of saving and invest- 
ment, there will be a future increase in output and 
employment. The attainment of the employment ob- 
jective is thereby only shifted to a future time horizon, 
the conflict between output and employment growth 
disappearing in the long run. Since current employ- 
ment is sacrificed in order to increase the rate of 
growth of output and hence the rate of growth of 
employment in the future, the choice boils down to 
high employment growth in the future at the expense 
of current employment. Whether such a choice is 
socially desirable depends on the social rate of dis- 
count between future and present employment. 


B. The dimensions of the employment problem 
in Asia and the Far East 


Importance of employment as a development objective 


As one scans the history of thinking on the 
problem of employment and unemployment in the 
recent past, one detects several stages in its evolution. 
There was, first, a time when there was a single- 
minded concentration on economic growth, i.e. a 
higher growth rate with enough “trickle down” to 
expand employment, perhaps even to achieve full 
employment. Recent calculations regarding the rate 
of growth of output, consistent with “full-employ- 
ment” rates of growth of employment, yield very 
high figures which appear, at first sight, totally be- 
yond the realm of achievement in the foreseeable 
future in any of the developing countries. For 
example, a model designed to estimate the rate of 
increase in gross domestic product required to absorb 
the increase in labour force in non-agricultural jobs 
yields the following results:? 


Required 
rate of 
Per capita Rate of growth of 
income growth of gross 
(US dollars) population national 
product 


(GNP) 
(in percentages) 


Typical Asian country . . . 100 2D 10.2 
Typical Latin American country 300 Sl 9.3 
Typical African country . . 100 2h 11.0 


8 singh, S. K., “Aggregate employment function: Evaluation of 
employment prospects in LDC’s”, paper for Basic Research Centre, 
International Bank for Reconstruction and Development December 


1969. 
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The above extremely high rates of growth, it should 
be emphasized, would only employ the natural in- 
crease in the size of the labour force but would not 
decrease the absolute number of people working on 
the land, nor would they affect the existing backlog 
of unemployment and underemployment. 


The second stage in the evolution of thinking on 
the problem of employment and unemployment also 
assumes no major parameter shift in the behaviourial 
relations of the system. It suggests, however, that, 
after the traditional planning exercise has been con- 
summated, a “supplementary strategy” must be resort- 
ed to in order to mop up the remaining unemployed. 
This customarily means instituting labour-intensive 
public work programmes in either the rural or the 
urban areas. This approach, although its employ- 
ment-generating potential is not negligible (especially 
if such a programme is buttressed by adequate tech- 
nical assistance and necessary institutional and ad- 
ministrative infrastructure), fails to make employment 
a primary component of the development strategy; 
rather, it relegates it to an afterthought. 


At the most recent stage, which has bee: reached 
in the 1970s, especially since the inauguration of the 
Second Development Decade with its concern for 
employment and income distributional problems in 
the developing countries, attention has been turned to 
exploring for ways of combining employment and 
output maximization policies as integral parts of the 
over-all development strategy. 


The increasing concern with the problem of 
unemployment in the developing countries in recent 
years is traceable to a number of factors. Basically, 
there is the increasing realization, based on the ex- 
perience of the recent past, that there is a substantial 
and increasing number of people who are unable to 
maintain an adequate living standard on the basis 
of the employment opportunities available to them. 
This is due, first, to the rapid growth of the labour 
force, a result of the population explosion in the 
developing countries. It is due, secondly, to the fact 
that modern-sector employment, especially manufac- 
turing employment, has neither absorbed in the past 
nor, on the basis of present trends, can be expected 
to absorb more than a small part of the labour force. 
Thus, as more empirical studies of income distribu- 
tion, family expenditure and dietary surveys become 
available, it is increasingly apparent that large groups 
of people experienced no improvement in the standard 
of living in the First Development Decade and may 
even have become worse off, despite the regional rate 
of growth of GNP at 5 per cent or more per annum. 
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Lastly, there is growing evidence of open urban 
unemployment. Despite widespread urban un- 
employment, the cities are growing rapidly, partly 
because of considerable immigration, and already 
account for a significant fraction of the total popula- 
tion in many ECAFE countries. While the above- 
mentioned empirical factors explain the changing 
attitude and increasing concern with unemployment, 
there are important logical factors, as well, explain- 
ing why employment objectives should constitute an 
important component of development strategy. The 
reasons, as stated in a recent monograph,‘ are as 
follows: 


(a) A considerable volume of unused labour 
constitutes an important potential produc- 
tive resource for a poor country and should 
be brought into use. 


(b) Employment in productive jobs provides 
opportunities to learn work skills and at- 
titudes that are an integral part of the 
modernization process. 


(c) Location of good jobs and incomes de- 
termines to a great extent the population 
movements in developing countries. 


(d) Unemployment, especially urban open em- 
ployment, among the young and _ active, 
causes frustration and tends to break out 
into violence. 


(e) In the absence of social security systems in 
developing countries, productive employ- 
ment is the central mechanism for alleviat- 
ing poverty. 


(f) Although the distribution of income in 
developing countries is often very unequal, 
the scope for a redistribution of income is 
severely limited by fiscal inefficiencies and 
the lack of political power sufficient to re- 
distribute the ownership of income-generat- 
ing capital. Since this is so, it follows that 
the only chance of improving the income 
of poorer groups is that of raising the 
standard of their employment. 


Moreover, idleness and poverty are both morally 
repugnant and politically dangerous. All the fore- 
going reasons and circumstances render the pursuit of 
fuller employment a highly important objective of 
development strategy. 


4 Shaw, R., Jobs and Agricultural Development, Overseas Develop- 
ment Council Monograph No. 3, Washington, D.C., 1970, p. 2. 
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Labour force structure and growth® 


The fact that, for the periods 1950-1960 and 
1960-1970, the net addition to Asia’s population has 
been estimated at some 250 million and 400 million, 
respectively, suggests the magnitude of the employ- 
ment problem emerging from the Asian population 
explosion. The critical nature of the situation ap- 
pears in even more vivid dimensions when the pros- 
pects of future increases in population in the ECAFE 
region as a whole are specified: the “medium variant” 
estimate is that total population will grow from 1,600 
million in 1960 to 2,496 million in 1980.6 Although 
the population growth prospects of individual Asian 
countries show considerable degrees of divergence 
from the regional average, it would appear that most 
of the ECAFE countries, having entered a critical 
phase of sharply accelerated population growth, are 
engaged in what amounts to a major demographic 
revolution without precedence in world history. 


> Based on Mehta, M. M., “Employment Problems, Prospects and Po- 
licies in Asia During the Second Development Decade (1970-1980)”, 
Fifth Inter-regional Seminar on Development Planning, Bangkok, 
1969, pp. 2-12. 

® “Medium” population projections prepared by the United Nations 
in Population Prospects 1965-1985 as Assessed in 1968, United Nations 
Population Division Working Paper No. 30, December 1969, and 
Population Estimates by Regions and Countries, 1950-1960, United 
Nations Population Division Working Paper No. 31, May 1970. Ac- 
cording to revised United Nations estimates, Asian population will in- 
crease from 1,$52 million to 2,465 million, during 1970-1980. ILO, 
Progress Made with the Asian Manpower Plan, Geneva, 1971. 
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An associated characteristic of the region’s cur- 
rent demographic situation is the population’s young 
age structure. In most Asian countries, the propor- 
tion of the population under 14 years of age con- 
stitutes between 40 and 50 per cent of the total, 
whereas in the industrialized countries it is 25 per 
cent or so. It is expected that the economic depen- 
dency burden is likely to increase rather than decline 
by 1980 in most ECAFE countries. According to 
recent estimates made by the ILO, the total Asian 
labour force will grow from a 1960 base figure of 
735 million to about 863 million in 1970 and 1,036 
million in 1980.7. This implies that roughly 173 
million new jobs will have to be provided during 
1970-1980 (as against 130 million during 1960-1970) 
simply to absorb the new entrants into the labour 
force. Also new employment opportunities will cer- 
tainly have to be created to absorb the masses of un- 
employed and underemployed. The absorption of 
labour force increases of such a magnitude into pro- 
ductive employment poses a challenging problem to 
economic planners and policy-makers. The dimen- 
sions of the problem as seen by planners are revealed 
in table IJ-2-1, showing employment targets as stated 
in selected plans. 


7 “World and regional estimates and projections of labour force, 
1950-2000”, United Nations Interregional Seminar on Long-term 
Economic Projections for the Whole World Economy, Elsinore, Den- 
mark, August, 1966. See also “Population growth and problems of 
employment”, in United Nations Economic Bulletin for Asia and the 
Far East, vol. XII, No. 2, September 1961, pp. 1-19. ; 


Table I-2-1. EMPLOYMENT TARGETS IN THE DEVELOPMENT PLANS 
OF SELECTED ASIAN COUNTRIES 
Total Sectoral distribution of 
employment employment targets 
Country Period increase (in percentage) 
(in millions) Primary Secondary Tertiary 
Ceylon 1959-1968 1333 325 34.0 39.2 
India . 1956-1961 9.4 21:3 35.1 43.6 
1961-1966 14.0 30.0 27.8 42.1 
Iran 1968-1972 0.97 23.4 43.2 33.4 
Japan . 1964-1968 1.53 —57.9 84.8 73.1 
1967-1971 4.60 —51.0 84.3 66.7 
Korea, Rep. of 1962-1966 0.73 54.0 26.1 19.8 
1967-1971 1.28 34.4 28.1 37.5 
1972-1976 1.85 —16.8 44.1 72.7 
Malaysia 1960-1965 0.34 41.2 29.4 39.2 
1966-1970 0.38 43.8 18.0 35.5 
1971-1975 0.60 -= — —_— 
Pakistan 1960-1965 2.6 53.8 26.9 19.2 
; 1965-1970 55 46.0 29.0 25.0 
Philippines . . , 1960-1967 Dir 4.2 50.2 45.5 
1966-1970 1.8 39.2 27.6 33.3 
1971-1974 3.4 45.0 21.0 34.0 
Thailand . 1967-1971 IEG 48.1 17.0 34.9 
1972-1976 2.6 59.7 5.9 34.4 
Source: National development plans, as partly summarized by Mehta, M. M., 


“Employment Problems, Prospects and Policies in Asia During the Second 
Development Decade (1970-1980”, Fifth Inter-regional Seminar on Deve- 
lopment Planning, Bangkok, 1969, table 7. 
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Ais 1 factors other than rapid population 
growth may tend to increase the size of,the labour 
force in the developing ECAFE epiiatiess The most 
important of them are: a growing female labour force 
due to the evaporation of social barriers and greater 
availability of wage employment opportunities; in- 
creased geographical, social and occupational mobili- 
ty as a result of the opening of the hinterlands and 
the fall of institutional constraints; the growing pres- 
sure of various “pull” and “push” factors which ac- 
count for rural-urban migration and changes in work 
attitudes and habits. Part of this increase will 
probably be off-set by such countervailing factors as 
the withdrawal of children from the labour force with 
the expansion of schooling, legal restrictions on the 
employment of young persons, increased earnings and 
associated social changes which tend to keep the 
female participation rate low, and reduced participa- 
tion in consequence of a greater measure of social 
security in the form of old-age pensions, workmen’s 
compensation and social assistance to the physically 
handicapped. In spite of such reductionist pressures, 
the labour force will in all likelihood continue to in- 
crease at a faster rate than the population. 

52P 

Labour force distribution by primary, secondary 
and tertiary economic sectors is an important indica- 
tor of the level and pattern of economic development: 
not only does it indicate whether the type and pattern 
of the national economy is agrarian, semi- industrial 
or industrial, but more importantly it characterizes 
the type and pattern of changes that tend to occur in 
the structure of the labour force during the period of 
economic growth, thus permitting structural predic- 
tion and planning. The distribution of labour by 
major economic sectors in the developing ECAFE 
countries suggests its predominantly agricultural char- 
acter, the relatively high proportion of persons 
engaged in the services sector compared with indus- 
try, and the lack of diversification in the economic 
structure. Available data permit us to estimate that 
about two-thirds of the labour force of the develop- 
ing ECAFE region is engaged in agricultural produc- 
tion, one-fifth in services and one-tenth in industry.® 


A related feature of the region’s developing 
economies is the relatively small labour force engaged 
in professional, technical and other “cerebral” occupa- 
tions. Whereas the proportion of professional, tech- 
nical and ted workers to total labour force in 
developed/¢ountries averages between 8 and 12 per 
eent, it is only around 1 or 2 per cent in most 
developing ECAFE countries. The relative size of this 


8 The ILO has recently estimated that three-quarters of Asia’s 1970 
population was rural and that, despite the fact that this percentage will 
drop only slightly by 1980, the urban population will grow by 4.4 per 
cent annually; Progress Made with the Asian Manpower Plans, op. cit., 
p. 6. 


group is a useful indicator of the stage of economic 
growth and degree of diversification and sophistica- 
tion of a country’s manpower endowment. | Another 
characteristic feature is the low proportion of wage 
and salary earners in the total labour force, particu- 
larly in rural areas. The size of the industrial wage- 
earning group is of particular significance, both for 
the mobilization and utilization surplus manpower 
resources and for the formulation of appropriate wage 
and employment policies. In sum, labour force struc- 
ture is certain to undergo significant changes during 
the transition from agricultural to semi-industrial and 
later from semi-industrial to industrial output pre- 
dominance, but this is of course ending the discussion 
with a truism. 


Unemployment and underemployment 


It is possible that Western concepts of employ- 
ment and unemployment are inappropriate for use 
in developing countries. This results partly from the 
fact that wage employment, the characteristic form 
of employment in the developed countries, forms only 
a relatively smell part of total employment in the 
less developed world. A high proportion of the work- 
ing population in most developing countries is en- 
gaged in subsistence agriculture (in addition to small- 
scale trading and other tertiary activities) where 
family work-sharing rather than labour-hiring is the 
norm. Thus, employment in this sector can be ex- 
tended to cover more people than absolutely essential 
through work-sharing and will usually absorb that 
part of the labour force redundant to modern sector 
requirements and which is not unemployed full time 
in urban areas or as a landless agricultural proletariat. 
For this section of the population, therefore, work 
and income tend not to be regulated by contract, so 
the idea of “employment” in the usual sense of the 
word does not apply. It is generally only in the 
so-called modern sector of these countries that there 
is institutionalized wage employment, but, with some 
exceptions, this involves only a small part of the 
work force. 


The measurement of unemployment and under- 
employment is directly related to the concepts used 
to define the state of unemployment and under- 
employment. One definition often considered to 
cover the unemployed and underemployed labour 
force refers to it as those members of the population 
either seeking work or seeking additional work at 
going wage rates. Where differences in hours worked 
and in labour efficiency are small, the ratio of persons 
employed to the sum of those seeking work plus those 
at work and seeking work provides a reasonable in- 
dication of under-utilization of labour resources, at 
least in the short term. This is still true where varia- 
tions in hours worked and labour efficiency are wide, 
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if the characteristics of the group seeking work are 
similar on average to those at work (that is, if the 
group seeking work is made up of people ou average 
as efficient as people at work and who seek on average 
the same amount of work as is being done by those 
at work). It must be conceded immediately that 
these conditions are so stringent that, even in develop- 
ed countries, the index of unemployment is not a 
very good indicator of the state of utilization of labour 
resources; the allocation of work among those who 
want it is clearly not a random process, so that those 
at work are usually on average superior in efficiency 
to those who are seeking it.® 


Alternatively, unemployment provides a measure, 
in a very special and restricted sense, of the social 
adequacy of employment opportunities; given the 
terms at which work is exchanged for income, un- 
employment indicates the extent to which individuals 
are prevented from satisfying their preferences at 
these terms.!9 Those who are prevented from work- 
ing at all (the full-time unemployed) are particularly 
disadvantaged, and calculations relating to this group 
therefore are especially significant. 


Unfortunately, the measurement of unemployment 
is not an easy matter in the developing countries, nor 
in any case can one be confident about the estimates 
available. In general, there are no usable unemploy- 
ment statistics. What one gets is often the product 
of some public activity. Employment exchange 
records, for example, are often used as proxies, but 
they are almost useless as there seems to be no im- 
portant developing country for which an effective 
policing system ensures either that the unemployed 
place their names on the register or that those finding 
employment take their names off the register (though 
the automatic elimination of those not re-registering 
is sometimes used). Most schemes of this kind are 
voluntary, and many mix registrations of those in 
employment with those seeking better employment.11 
In practice, therefore, almost all that is known about 
unemployment is derived from employment registers, 
sample surveys, and census data. 


Some interesting findings do emerge, however, 
from an analysis of the structure of unemployment 
as revealed by sample surveys, and, for this purpose, 
the range of countries is significantly broad since 


o / 

Except when rates of unemployment are very high. Almost all 
the recent writing in the context of developed countries, where rates 
are low, treats unemployment as mainly a social problem. 


+ Unemployment covers anyone unemployed who would be as 
efficient at a job as someone actually doing it and who would accept 
the same wage if it were offered him. 


"1 For details of the statistics collected by the ILO and published in 


the Yearbook of Labour Statistics, see the Technical Guide to Statistical 
Series, vol. 11(1). 
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there are a number that have made one or more 
special inquiries. In particular and seemingly invari- 
ably, open unemployment is higher, and usually much 
higher, in urban than in rural areas. In countries 
where the “not seeking but available for work” group 
are counted as unemployed, unemployment rates seem 
mostly to be in the range of 10-15 per cent in urban 
areas but only 2-5 per cent in rural areas. Also, in 
countries for which detailed data are available, un- 
employment rates are much higher in the younger 
age groups (say, 15 to 24 years of age), and partly 
in consequence a considerable proportion (50 per 
cent or more) of men tend to be unmarried and not 
heads of households, while for both sexes a large 
number (again often around 50 per cent) have no 
previous work experience. Another feature that has 
attracted considerable attention is that the unemploy- 
ed are relatively highly educated, partly because they 
are young and partly because, even in relation to their 
own age groups, the unemployed often include pro- 
portionately more secondary school leavers and fewer 
illiterates. 


Since agriculture is the largest and poorest sector 
of the labour market, almost all survey efforts of this 
kind start there, and considerable underemployment 
is usually found. Because of seasonal variation, 
however, a part, and in practice usually the greater 
part, of the underemployment uncovered is seasonal; 
most underemployed agricultural workers are locked 
into agriculture by the need to be present at planting 
or harvest time. One study on the Republic of Korea, 
for instance, indicates that, in total, 30 per cent of 
work time, a large part of it seasonal, was unutilized.!2 


All methods of estimating the labour force sur- 
plus revolve on the wider or narrower interpretation 
of “men working efficiently.” A first and compara- 
tively weak assumption is that “men working efficient- 
ly” means men working full time, with the important 
loophole that no assumption is made about the sur- 
plus being available at going wage rates. Thus, if 
reference is shifted to a more “reasonable” standard, 
say men working half-time or more, the labour sur- 
plus in relation to men at work diminishes by up to 
50 per cent. In this case, however, the problem of 
seasonal versus other forms of labour surplus raises 
its ugly head. In contrast with the involuntary un- 
employment approach, the standard here is frankly 
normative and will probably be related to some speci- 
fied income level.!4 


12Cho Y. S., Disguised Unemployment in Underdeveloped Areas 
(University of California Press, 1963). 


121m dealing with agriculture, a sometimes convenient variant de- 
fines the labour surplus not directly by a comparison between time 
worked and standard time, but as a relation between adequate sized 
holdings and existing holdings. : 
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A considerably stronger assumption converts 
standard men into efficient men, as well as at full- 
time work; qualitative differences arising from better 
health, improved diet and motivation may be allowed 
for to account for differences in product. per man 
hour. This approach draws attention to the un- 
doubted fact that an important group of very poor 
workers, not only in services and handicrafts but in 
agriculture too, work very long hours for very little 
return. It can also, stretching a little, be made to 
cover the effects of cultural or sociological inhibitions 
on work practice. 


Thirdly, in addition to or apart from the cases 
already discussed, “men working efficiently” can refer 
to the framework within which activities are organized. 
Again, wider or narrower interpretations are possible, 
but, in principle, any change in the organization of 
factors available or factors potentially available 
through the market is legitimate —covering land 
reform, substitution of fertilizer for bullocks, elimina- 
tion of monopolistic middleman, and so on. 


Starting out from different assumptions, it is 
possible to produce a variety of types and degrees 
of labour surplus any one of which may constitute a 
useful and interesting way of looking at the specific 
problem in hand. In particular, measures of the first 
kind (a surplus equivalent to less than full-time 
working) focus attention on important problems. It 
is undoubtedly true, for example, if population pres- 
sure reduces individual work time through work shar- 
ing, that relieving the pressure through taking labour 
off the land or out of the rickshaw ranks will en- 
courage extra work and generate extra income for 
those who remain. Where a growing stock of work- 
people faced with unchanged production possibilities 
is a key problem, as is increasingly the case in many 
developing countries, in fact, “surplus labour” des- 
cribes an important aspect of reality. In practical 
application, however, it turns out not at all easy to 
measure this kind of surplus because, in addition to 
the reasons already discussed, it is difficult to simu- 
late how a reduced number of full-time workers would 
affect the organization of work and the institutional 
framework. Nor does this method indicate how much 
more work will be forthcoming as income possibili- 
ties are increased, or alternatively, how big the earn- 
ings change must be to produce a given increase in 
work. 


Neither the involuntary unemployment nor la- 
bour surplus approaches to the unemployment prob- 
lem are altogether satisfactory indicators for assess- 
ing the over-all magnitude of the employment problems 
in developing countries. Involuntary unemployment 
data undoubtedly provide us with information about 
a politically sensitive and economically important 


group of dissatisfied workers, and they probably also, 
especially in a trend sense, provide some indication 
of the over-all employment situation in urban areas. 
However, it does not deal with the problem of low 
income among large groups of employed workers. 
The surplus labour approaches are much better in 
the latter respect; they need to be supplemented, 
however, with direct and repeated inquiry based 
firmly on questions of income and the circumstances 
in which income is derived. 


Some empirical evidence on unemployment 
and underemployment'4 


In Ceylon, according to a comprehensive survey 
carried out in 1959-1960, the unemployed constituted 
about 12.5 per cent of the total labour force,}> and 
a more recent (1965) estimate puts the figure at 13.5 
per cent.!° In India, the total number of unemploy- 
ed persons at the beginning of the draft fourth five- 
year plan was estimated to be around 9-10 million, 
and the net addition to the labour force was pro- 
jected to be in the order of about 23 million during 
the plan period.17 The total additional employment 
opportunities likely to be generated during the draft 
plan period were estimated to be of the order of 
18.5-19 million, indicating that the backlog of un- 
employed at the close of the period was to be around 
13-14 million. This draft plan has not been taken up 
for implementation, and the new draft plan (1969- 
1974) gives no estimate of the current backlog of 
unemployed in India. In Indonesia, the 1961 Census 
showed an over-all national unemployment rate of 
5.4 per cent (4.8 per cent among males and 7 per 
cent among females), and in 1970 the rate was es- 
timated to be about 10-11 per cent of the labour 
force.18 In Iran, the number of unemployed persons 
in 1962 was estimated to be of the order of 300,000, 
nearly 5 per cent of the total labour force,!® and the 
1966 Census estimated the unemployment rate (in- 
cluding the seasonally unemployed) at around 9.1 
per cent. In the Republic of Korea, the number of 
unemployed in 1967 and 1971 were estimated at 
590,000 and 480,000, respectively, constituting about 


14 Based partly on Mehta, op. cif., pp. 13-17. For further recent 
statistical findings see ILO, Progress Made with the Asian Manpower 
Plan, op. cit., pp. 9-12; and Asian Institute, Framework of an Employ- 
ment-Oriented Development Strategy in Asia, Bangkok, 1972. 

15 “Survey of employment, unemployment and underemployment 
in Ceylon”, International Labour Review, March 1963. 

16 ILO, Report of the Director-General to the Sixth Asian Regional 
Conference (Geneva, 1968), p. 31. 

17 Government of India (Planning Commission), The Fourth Five- 
Year Plan — A Draft Outline (1966-1971), pp. 106-108. 


18 Asian Population Conference, New Delhi, December 1963, 
Country statement: Indonesia; and Ninth National Convention of 
Gasbiindo, Semarang, Indonesia, 1970. 


1 Government of Iran, Planning Organization, “Third Plan Frame 
(1962-1968) — Manpower”, 1961, mimeo., p. 95. 
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6.2 per cent and 4.5 per cent of the total labour force 
in the two respective years.29 In Malaysia, a com- 
prehensive survey of employment, unemployment and 
underemployment (carried out in 1962 in the former 
Federation of Malaya) showed a moderately high 
rate of unemployment, viz. about 6 per cent of the 
total labour force (5.2 per cent among males and 
7.9 per cent among females).?_ The first Malaysian 
plan (1966-1970) and the manpower survey conduct- 
ed in 1965 in the State of Malaya also estimated the 
unemployment rate to be around 6 per cent.22_ The 
plan projected a rate of growth of employment of 2.8 
per cent per annum. or the creation of some 380,000 
new jobs during the five-year period. According to 
the Government, “it is not likely that this rate of 
growth in employment has in fact been achieved 
during the period under review.”?? For Nepal, one 
study has estimated “that nearly 2 million workers 
could be drawn from the hills for employment in non- 
agricultural sectors of the economy.”*4 In Pakistan, 
over-all unemployment appears to be around 7.5 
million man-years, which means that nearly 20 per 
cent of the labour force would be idle if the rest were 
fully employed.2* In the Philippines, the number of 
totally unemployed persons (which was estimated to 
be around 739,000 in 1959) rose to 950,000 in 1965, 
constituting 8.2 per cent of the labour force.26 Ac- 
cording to the same source, if the current backlog of 
unemployed were to have been converted to an equiva- 
lent number of fully employed, the unemployment 
rate would likely have been of the order of 12-13 per 
cent of the labour force.27 The principal conclusion 
which emerges from these scattered quantitative es- 
timates is that the incidence of unemployment is 
widespread among the developing countries of the 
Asian region. 


Quantitative estimates on underemployment are 
far scarcer and less conclusive. In India, the num- 
ber of underemployed, in the sense of those who have 
some work but are willing to take up additional work, 


2° Republic of Korea, Economic Planning Board, The Economically 
Active Population Survey, 1967, Seoul, 1968; and idem, The Third 
Five-Year Economic Development Plan 1972-1976, 1971, p. 160. 

7? Government of Malaya, Report on Employment, Unemployment 
and Underemployment, 1962, pp. 8-15. 

22 Government of Malaysia, First Malaysian Plan 1966-1970, p. 53, 
and Report of Manpower Survey, 1965, State of Malaya, prepared by 
United Nations Statistical Adviser, p. 45. 

72 Government of Malaysia, Mid-term Review of the First Malaysian 
Plan, 1966-1970, p. 16. 


*4 Thapa, B. B., Planning for Development in Nepal, A Perspective 
for 1965-1980, 1960, p. 100. 

a of Pakistan, The Third Five-Year Plan 1965-1970, 
p. 25. 


© Four Year Economic Programme for the Philippines, Fiscal Years 
1967-1970, Office of the Presiclent of the Philippines (Manila, Septem- 
ber 1966), pp. 7-8. 


27 Ihid., p. 8. 
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has been estimated to be of the order of 15-18 mil- 
lion.28 In Indonesia, disguised unemployment is es- 
timated to be in the range of 12 to 15 million, which 
means an investment increase of US$4 million (40 
per cent of GNP) would be required to furnish them 
with jobs.2® In the Republic of Korea, the number 
of underemployed has been estimated at 2.2 million 
—nearly 26 per cent of the total labour force.2° In 
Pakistan, rough estimates indicate that underemploy- 
ment in rural areas amounted to approximately 5 
million idle man-years in 1959 and was likely to have 
been of the order of 9 million in 1965.31 In the 
Philippines, underemployment has been estimated to 
be equivalent to nearly 550,000 fully unemployed 
persons on the basis of a 40-hour week.?? These 
statistics furnish only a glimpse into the magnitude of 
the underemployment problem in the developing 
ECAFE countries. 


C. Industrial development and employment 


The formulation of a sound development strategy 
for realization of the employment objective during 
the 1970s would require a preliminary assessment of 
the relative roles of the different sectors of the 
economy as sources of employment as well as the 
choice of techniques in each sector. The classical 
assumption that a changing economic structure away 
from the traditional, rural, agricultural sector towards 
the modern, urban, industrial sector will necessarily 
eventually provide expanding employment opportuni- 
ties for the growing labour force has not been found 
to be realistic. Over the last decade, output growth 
in the modern sector has not been associated with 
employment growth to a proportionate extent. In the 
light of this fact, it is necessary to examine the past 
experiences and the future employment-generating 
potentials of the various sectors of the economy; on 
the basis of this assessment, the choice of techniques 
in each sector needs to be explored carefully. 


In the past decade or so, most of the developing 
ECAFE countries have achieved significant rates of 
industrialization accompanied by varying degrees of 
success in achieving a high rate of growth of GNP. 
In many countries, the performance of agriculture has 


28 Government of India, Planning Commission, Third Five-Year 
Plan (Delhi, 1961), p. 158. 

2° Sumawinta, Sarbini, “Country Report for Indonesia”, Sixth Inter- 
national Forum “One World Only”, Tokyo, November 1971, p. 2. 

3° Republic of Korea, Economic Planning Board, Economic Survey 
1963, p. 147. 

31 Government of Pakistan, Outline of the Third Five-Year Plan 
(1965-1970), 1964, p. 13. 


82 Republic of Philippines: Fou Year Economic Programme for 
Philippines (1967-1970), 1966, p. 8. 
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not been satisfactory, except recently in a few coun- 
tries benefiting from the spread of new agricultural 
technology. This section and the following one 
examine the past experience and future prospects of 
employment growth in these sectors. 


Manufacturing growth trends and employment®® 


That employment growth has not responded to 
the growth of output in the manufacturing sector is 
seen in table 1-2-2, which shows the employment- 
output ratios for total manufacturing as well as for 


33 Based on Mehta, M. M., “Employment Aspects of Industrializa- 
tion (with Special Reference to Asia and the Far East)”, Asian Con- 
ference on Industrialization, ECAFE, 1970, pp. 6-22. 


Table J-2-2. 
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individual manufacturing industries.24 The most in- 
teresting and important characteristic of these trends 
is the sharp and unremitting decline in the /employ- 
ment-output ratios in all groups of manufacturing. 
This trend is reflected in both light and heavy manu- 
facturing, although the decline in employment-output 
ratios is much sharper in the latter. The employ- 
ment-output coofficient for total manufacturing declin- 
ed to 0.49 in 1966 for the ECAFE region and to 0.69 
for the world from the 1955 base year. For heavy 
manufacturing, the employment-output coefficient 
showed a somewhat sharper decline to 0.42 in 1966 
for the ECAFE region and 0.66 for the world from 
the 1955 base year. 


34 That this problem is likely to continue is noted by the ILO, see 
Progress Made with the Asian Manpower, op. cit., pp. 9-10. 


INTERRELATIONSHIP BETWEEN OUTPUT AND EMPLOYMENT 


IN MAJOR GROUPS OF MANUFACTURING INDUSTRIES FOR 
WORLD AND ECAFE reEcrIon, 1955-1966 


Employment-output ratio 


1955 1958 

Total manufacturing 

Wiorldiarer unig: (in cm mwa oc LOU 0.94 

ECAFE regions = vam yma a) 1100 0.83 
Light manufacturing 

Worldifts ha. ahold a tace Sah 1.00 0.95 

BCAFE. region: §) <i ban oa. Lid 0.90 
Heavy manufacturing 

Worldite. ace oo, hate ty 00 0.96 

BCAPE} regione!) et) 100 0.81 
Food, beverages and tobacco 

World) jp hagr. 206) cette 100 0.97 

ECAFE regions <5) ap at 1200 — 
Textiles 

Wiorldc\iste queens pyres cl 00) 0.94 

EGAFE) region” ©. 8) 3 57" 1.00 0.91 
Clothing and footwear 

World phe. oh alate: 8.00 0.94 

ECAFE region <« . .«. .. , 1.00 — 
Wood products and furniture 

World i ia Bee eu 100 0.96 

ECARE region, se OU — 
Paper and paper products 

World’e)*,, ae a SOO 0.96 

ECAFE region pais 5 «100 0.99 
Chemicals and chemical, petroleum and coal products 

World Remedy eo. Ruan pb tO0 0.88 

FCAFE region’ = 2° 2) YE.00 0.78 
Non-metallic mineral products 

Wioskd «ieee iene ebay 1200 0.89 
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1960 1961 1962 1964 1965 1966 


0.85 0.84 0.81 0.75 0.72 0.69 
0.69 0.63 0.60 0.56 0.54 0.49 
0.88 0.88 0.86 0.84 0.81 0.78 
0.81 0.78 0.76 0.74 0.72 0.67 
0.87 0.85 0.89 0.72 0.69 0.66 
0.64 0.50 0.54 0.47 0.47 0.42 
0.91 0.89 0.87 0.84 0.8% 7 

0.96 0.91 0.89 0.80 0.76 0.71 


0.87 0.86 0.87 0.89 0.88 0.88 


0.88 0.85 0.82 0.79 0.78 0.76 


Source: National censuses of manufacture, as derived by Mehta, M. M., “Employment Aspects of 
Industrialization (with Special Reference to Asia and the Far East)’’, Asian Conference on 


Industrialization, ECAFE, 1970, p. 6. ° 
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While the temporal pattern of employment-output 
coefficients has exhibited a clear downward trend in 
all the nine major groups of manufacturing industries, 
the decline has been most pronounced for chemicals 
and chemical products, petroleum and coal products, 
metal products and non-metallic mineral products. 
In the cases of light manufacturing in general, and 
of clothing, footwear, food and beverage and tobacco 
manufacturing in particular, the coefficient showed a 
more gradual decline. 


In each of the nine countries of Asia for which 
comparative data on output and employment are 
available, the growth of manufacturing employment 
has lagged far behind the growth in manufacturing 
output. For example, in Japan, although manufac- 
turing output increased by 3.5 times during the ten 
years between 1959 and 1968, manufacturing employ- 
ment increased by only 1.5 times during the same 
period. In the Philippines, the growth in manufac- 
turing employment during this period was 3.5 times 
slower than the growth in manufacturing output. In 
other countries also, the growth in manufacturing 
employment lagged behind the growth in manufactur- 
ing output. The intensity of the impact of indus- 
trialization on employment, however, varied con- 
siderably from country to country. There was further- 
more a marked slackening in the rate of growth of 
manufacturing employment during the latter half of 
the 1960s in many countries of the region. It was 
accompanied by significant advances on the produc- 
tivity front. This set of developments reflects the 
inverse relationship between rate of growth in manu- 
facturing employment and rate of growth in manu- 
facturing productivity; the faster the rate of growth 
in productivity, the slower the rate of growth in em- 
ployment. 


Detailed data on the employment-output ratio in 
Australia, Japan, and India reveal that the historical 
decline in this ratio appears to have been somewhat 
more pronounced in the heavy manufacturing indus- 
tries, such as petroleum and coal products, chemical 
and chemical products, metal products, and non- 
electrical machinery than in the light manufacturing 
industries, such as leather and leather products, wood 
products, and food-processing industries. The trends, 
however, show significant intercountry and _inter- 
industry differences in the behaviour of employment- 
output ratios, leaving regional averages less signifi- 
cant than some would have them. The decline in 
the ratios in heavy manufacturing, for instance, ap- 
pears to have been much more pronounced in Japan 
than in India or Australia. This is also the case with 
some of the light manufacturing industries, such as 
textiles, paper and paper products, and rubber. The 
wood and furniture industries in Japan, on‘ the other 
hand, appear to have become somewhat more labour- 
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intensive. In India, there has been a pronounced 
decline in employment-output ratios in tobacco, 
petroleum, metal products, non-electrical machinery, 
and transport equipment. The decline has been some- 
what less pronounced in most of the light manufactur- 
ing industries. In Australia, there has been a marked 
decline in employment-output ratios in the petroleum, 
chemical, basic metal, and paper industries. In other 
industries, the decline has not been so pronounced. 
These differences emphasize the importance of view- 
ing each case individually and also the danger of 
relying on regional averages as national policy 
guides. 


Nevertheless, certain broad implications may be 
drawn from these historical trends from the stand- 
point of employment promotion in the manufactur- 
ing sector. For one thing, the declines in employ- 
ment-output ratios in total manufacturing and in all 
the nine major groups of manufactures individually 
are indicative of the probability that the employment 
generating capacity of the manufacturing sector has 
declined considerably as a result, presumably, of the 
capital-intensive character of new investment and of 
significant advances in labour productivity. In addi- 
tion, the restructuring of industrial output from light 
to heavy manufactures has tended to reduce the 
employment-generating capacity of this sector relative 
to output; regional. trends in the growth of manufac- 
turing output indicate that the output in heavy manu- 
facturing has expanded much faster than output in 
light manufacturing, and this generalization appears 
to hold in the light of statistics for individual coun- 
tries. Furthermore, the trend towards modernization 
and the application of science and technology to pro- 
duction processes appears to have progressed faster in 
the newly-established, well-organized, capital-intensive 
heavy manufacturing industries than in the compara- 
tively traditionalist, less capital-intensive light manu- 
facturing industries. 


Experience suggests that structural changes in 
Asian manufacturing will have important effects on 
the rate and composition of growth of industrial 
employment. The impact of this growth on employ- 
ment will depend primarily on the relative importance 
of different manufacturing industries in the national 
economies, the pace of manufacturing growth and 
changes in manufacturing employment-output relation- 
ships. 


Structure of manufacturing employment 


The relative share of different manufacturing 
industries in total manufacturing employment in 
selected countries of the region reveals two distinc- 
tive characteristics. The first regularity is the great 
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share of employment in light manufacturing, particu- 
larly textiles, food, beverages, and tobacco. The 
second and closely related regularity is the small 
share of the important heavy manufacturing indus- 
tries, especially basic metals, chemical and chemical 
products, petroleum and coal products, and non- 
metallic mineral products. The two largest groups of 
light manufactures — textiles and food, beverages and 
tobacco — account for a total of 40 to 70 per cent 
of total manufacturing employment in many ECAFE 
countries, including Burma, Ceylon, India, Indonesia, 
the Republic of Korea, Pakistan, and Thailand. The 
relative share of heavy industries in total manufac- 
turing employment varies between 20 to 40 per cent 
in most ECAFE countries. The only heavy industry 
which occupies an important place from the employ- 
ment standpoint is metal products, whose relative 
share in total manufacturing employment runs be- 
tween 10 to 30 per cent in many countries. An 
analysis of trends in manufacturing employment be- 
tween 1959 and 1967 identifies those industries in 
which there has been a significant expansion in 
employment opportunities and those in which the 
situation has remained relatively stagnant. These 
major groups fall into the three broad categories of 
low, medium, and high employment-growth industries. 
Various labour-intensive, light manufacturing indus- 
tries (mainly consumer goods industries such as tex- 
tiles, clothing, wood and wood products) and some 
highly mechanized and capital-intensive industries 
(such as the petroleum, petro-chemical, and basic 
metals industries) stand out in the low growth cate- 
gory. The high employment-growth industries in- 
clude various modern consumer-goods, intermediate 
and heavy capital-goods industries (such as electrical 
and mechanical equipment, heavy machinery, trans- 
port equipment, fertilizers, plastics, and artificial 


fibres). 


Significant intercountry variations in the indus- 
trial-structure-of-manufacturing-employment trends 
must be considered. In India, manufacturing employ- 
ment shows a downward percentage trend in the 
textile, leather and tobacco industries, and a signi- 
ficantly upward trend in the electrical and mechani- 
cal goods, iron and steel, heavy machinery, chemical 
and chemical products, transport equipment, paper, 
and rubber industries. In Pakistan, the percentage of 
manufacturing employment by industry shows a down- 
ward trend in the tobacco, clothing, and furniture 
industries but substantial gains in the electrical and 
mechanical goods, food and beverage, textile, leather, 
rubber, and paper industries. Inthe Philippines, a 
downward trend is recorded in the electric and 
mechanical goods, metal and non-metal, paper, rubber, 
leather, and printing industries, but upward trends 
appear in tobacco, beverages, and food-processing’ 
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While trends in the growth of manufacturing out- 
put are reflected in the increased contribution of the 
manufacturing sector to the gross domestic product 
and in the changes in the relative contribution of the 
different sectors to total GDP, the same can not be 
said of employment. The pace of change is much 
slower, however, in low growth-rate countries, such 
as Ceylon, India, Pakistan and Indonesia, than in 
high growth-rate countries, such as the Republic of 
Korea and Thailand, but only in the fastest growing 
economies is a sizable dent in the manufacturing 
employment ratio being affected. 


Placing these findings in general terms that per- 
mit policy interpretations, we may conclude that the 
impact of industrialization on employment tends to 
slow down as a country shifts from labour-intensive 
to capital-intensive techniques of production and from 
industries making relatively more use of labour and 
less of capital to those using proportionately more 
capital and less labour. The heavy emphasis now 
being placed on producer-goods industries, many of 
which are highly capital-intensive, and on heavy 
goods industries has tended to widen the gap between 
the growth of manufacturing output and the growth 
of manufacturing employment. It is, therefore, neces- 
sary to examine all opportunities of raising the level 
of manufacturing employment by bringing about a 
more labour-intensive product mix and a more labour- 
intensive technology mix wherever feasible and com- 
mensurate with considerations of economy and efh- 
ciency. 


Choice of industrial technology 


The past pattern of industrialization in the 
ECAFE region has not encouraged labour absorption 
into industrial employment. This has been partly the 
result of the wide range of economic policies, includ- 
ing commercial policy, credit policy, exchange-rate 
policy, and the like, which have encouraged capital- 
intensive techniques and industries, on the one hand, 
and discouraged investment in agriculture, on the 
other. The implications of these policies are the 
creation of a distorted price structure, where capital 
is underpriced and labour overpriced in the industrial 
sector. The policy of import substitution, affected by 
a high degree of effective protection has discouraged 
the export of manufactures and has encouraged diver- 
sification away from the products in which the region 
enjoys a comparative advantage in favour of manu- 
factures.2> The manufactured exports in which the 
ECAFE countries would have enjoyed a comparative 


35 An interesting paradox generated by this policy has frequently 
been the development of manufacturing industries dependent on a 
high import content, making the economy more import-dependent 
than it was prior to the import substitution policy’s implementation. 
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advantage are the products of the labour-intensive 
industries. The discouragement of exports resulting 
from discriminator exchange-rate policies in many 
countries of the region have adversely affected the 
labour-intensive industries and hence the prospects of 
employment growth in the industrial sector. Natural- 
ly, the imposition by the developed countries of high 
import duties and restriction on imports of labour- 
intensive products from the developing countries has 
been a contributory factor in encouraging import 
substitution, and thus creating employment problems, 
in the developing countries. 


There has been a lurking lack of confidence in 
the role of relative prices as an allocative mechanism 
in the developing countries, or as a means of shifting 
resources between alternative uses in a way which 
could orient the pattern of development in the direc- 
tion suitable to get the most out of a country’s factor 
endowment. It is increasingly realized, though more 
in countries outside the ECAFE region, that prices 
signals (which indicate relative scarcities or abun- 
dance of the different factors or outputs in domestic 
and international trade) are efficient allocators of 
resources, which may assist in combining growth of 
output with growth of employment. 


Even if relative prices are restored to their func- 
tion- as_ resources allocators between alternative 
techniques and sectors, it is alleged that developing 
economies do not in fact have a choice between 
alternative techniques, faced as they are with the 
capital-intensive techniques of the developed coun- 
tries. The extent or range of choice in the techniques 
of production has been a subject of some controversy. 
While the developing countries to a great extent rely 
on imported equipment incorporating the technology 
of the developed countries, there is no commodity 
that faces only one technique of production. Tech- 
niques ‘vary between and within the developed coun- 
tries in every line of production. Thus, there is a 
choice for developing countries. for instance between 
Japanese techniques and American or German tech- 
niques. Secondly, equipment of different vintages in 
the same country embody different technologies. The 
developing countries have a choice between the equip- 
ment “styles” of the 1920s and those of the 1950s 
or 1960s. It is argued, however, that the use of 
“outmoded styles” of equipment raises a number of 
problems: firstlythere is said to be the problem of 
regularity and adequacy of availability of spare parts; 
secondly, there iz said to be no organized market for 
many kinds of “outmoded” equipment, so that there 
is no basis of comparison between alternative prices 
or qualities of equipment quoted by different suppli- 
ers. These difficulties, if they actually exist, are not 
insurmountable. In the first place, spare parts and 
components can be designed and produced in the user 
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country if it has a large enough market for them. | 
Moreover, if an adequate number of developing coun- © 
tries buy and use “outmoded” machinery, an incen- | 
tive will arise in the developed countries to supply 
spare parts or to sell blue prints and technical “know- 
how” to the developing country to take up their manu- 
facture and world-wide supply. Furthermore, exten- 
sive use of “outmoded” machines by the developing 
countries will by itself help develop an organized 
market for them so that a basis of comparison and 
the necessary expertise for judging price and quality 
will develop in due course. 


Pursuing this line of reasoning one step further, 
it can be argued that the appropriate policy for 
developing countries is to establish capital goods in- 
dustries producing capital equipment of an “earlier” 
vintage. Equipment of earlier vintage will be more 
labour-intensive than more “modern” equipment. The 
trend in the developed countries has been towards 
more “modern” equipment—that is, equipment which 
uses relatively few labourers per unit of capital. 
Moreover, in advanced countries, it is no longer easy 
to purchase equipment of a vintage older than 1955 
to 1960, whereas equipment of older vintage may he 
more suitable for the factor endowment of the poor 
countries. This is because earlier-vintage equipment 
is being rapidly relegated to the scrap heap in 
developed countries. As a result of the fast rate of 
technological progress in the advanced countries, 
equipment of any given vintage becomes rapidly out- 
moded in favour of equipment of a newer vintage, 
with a lower labour coefficient. This switching takes 
place even when existing factor prices would suggest 
that firms should choose equipment of older vintage. 
Under these circumstances, the optimum strategy for 
developing countries would appear to be the produc- 
tion in the developing countries of equipment of older 
vintage, copying aspects of the technology now out- 
dated in the advanced countries. By producing the 
earlier-vintage Western equipment in their own indus- 
tries, the developing countries would derive the benefit 
of controlling both the direction and speed of techni- 
cal change in their own countries. The external 
milieu of technology would thus develop indigenous- 
ly, along with the capacity to design and master it. 
The technological skill of the population can thus 
grow gradually, avoiding the jump which it would 
otherwise be required to make since the imported 
equipment is usually far out of line with the level 
of skill and technical education of the developing 
country. A capital-goods producing sector, in addi- 
tion, can be a special source of skilled workers for 
the non-capital-goods producing sectors. Moreover, 
duplication of older-style equipment, which has been 
previously innovated in the advanced countries, ob- 
viates the need for a special corps of engineers to 
design new-style machinery. The advanced countries 
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will more readily part with their “outdated” blue- 
prints than with those of their latest equipment, in 
which they compete with other machine producers in 
the rest of the advanced world.*® 


From the point of view of labour absorption, the 
developing country has an additional advantage in 
producing capital goods of an earlier vintage since 
such production often constitutes one of the more 
labour-intensive branches of industry. Capital goods 
production for developing countries’ markets is often 
not amenable to mass production methods because 
such production must be suited to specific orders em- 
bodying differing specifications. (It is true, however, 
that those branches of industry which supply inputs 
to the branch engaged in machine-building proper 
may be capital-intensive.) Moreover, small-scale 
operation is frequently efficient for such machine 
production, since there are often few economies of 
scale in view of its specialized, non-mass-production 
nature. There may, on the other hand, be scope for 
specialization by stages of production or by machine 
components. In course of time, domestic industry 
based primarily on copying the older-style equipment 
of the advanced countries, may develop its own capa- 
city to design new machinery or adapt Western im- 
ported machinery to the requirements of its own 
factor endowment. 


This brings one to perhaps the most important 
element of the choice of industrial technology, which 
the developing countries have only very inadequately 
exploited. As the historical experience of Japan and 
the recent experience of other countries, including the 
Republic of Korea, demonstrate, there is considerable 
scope for adaptation and what is called “innovational 
assimilation”, innovating “on top of” imported tech- 
nology in the direction of using relatively more of the 
abundant, unskilled labour force.*7 This kind of in- 
digenous capital-stretching may be of three kinds: 
(a) relating to the machine proper; (b) relating to 
the production process as a whole, but emphasizing 
activities within the plant and peripheral to the 
machine; and (c) relating to the production process 
as a whole, though emphasizing plant size and differen- 
tial processing arrangements at various stages. 


With respect to the machine proper, the simplest, 
most important example of capital-stretching seems to 
be that which relates to the utilization of machinery 
in place, mainly by adjusting shifts and speeds of 
operation relative to institutional and other constraints 


88 Pack, Howard and Todaro, Michael, Technological Transfer, 
Labour Absorption and Economic Development, Yale University, 
Economic Growth Center Reprint, No. 143, 1970. 

87 Ranis, Gustav, “Industrial Sector Labour Absorption”, Economic 
Growth Center Discussion Paper No. 116, July 1971. 
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of the country in question. For example, triple shift- 
ing plus the speeding up of machines does not “wear 
them out” at nearly the same rate per unit of time- 
in-use, and, when accompanied by more attention to 
repair and maintenance, can be very important in 
cost terms. For instance, the average work-week per 
machine in the textile industry of Japan has histori- 
cally amounted to at least twice or thrice that encoun- 
tered in the United States, accounting in part for 
Japan’s continuing competitive advantage. Sometimes, 
along with the higher speeds, cheaper raw materials 
can be used and compensated for by additional un- 
skilled labour in handling the extra quality controls 
and repairs necessitated. As late as 1932, weekly 
man-hours per 1,000 homogeneous spindles ranged 
from 330 in Japan to 165 for the United Kingdom 
and 143 for the United States, suggesting the reliance 
of the first of these countries on labour as a cheap 
factor. 


With respect to machine-peripheral operations, 
handling, transporting and packaging within the plant 
by humans instead of mechanical conveyor-belts can 
also be very important. Activities which may look 
inefficient and wasteful to the untrained eye often 
constitute highly efficient, sometimes machine-paced, 
capital-saving adaptations. For example, in the pro- 
duction of plywood in the Republic of Korea, what 
at first appears as a production process very similar 
to that carried out in the United States, turns out on 
inspection to be full of important variations on the 
basic theme. In the United States, machinery is 
used to detect defective pieces of lumber, and the 
entire side is then discarded. In Japan, defective 
pieces of lumber are located and cut out by hand. 
In the Republic of Korea, the defective area is located 
within the piece and patched up by hand. The same 
is true for marked international differences in the 
same electronics process, especially in assembly opera- 
tions. For example, in Republic of Korea electronics 
subsidiaries, the same process, with wage rates ten 
times lower than their equivalent in the United States, 
shows 20 per cent greater utilization of the capital 
stock. Feeding and packaging on the assembly line 
are done by hand instead of automatically, and, with 
greater speed of operation due to faster operator 
pacing, additional labour is deployed in testing, 
inspection and repair. 


The third type of capital-stretching innovation, 
that of the plant-saving variety, is often characterized 
by the coexistence of different historical stages of 
production in the same industry, or even in the same 
firm. For example, in textiles, spinning may be done 
at the large-scale factory level, with purchasing and 
marketing both enjoying economies of scale, while 
weaving is performed in the rural household, by 
courtesy of the puttin-out system. Even in the most 
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modern industries subcontracts are common with 
respect to specific components and preparatory and 
finishing processes. Since plant amounts to close to 
60 per cent of the total combined investment in plant 
and equipment in most of the developing countries, 
the development of labour-intensive machinery, e.g. 
looms, over a large number of scattered small plants 
can be substantially plant-saving while also harness- 
ing substantial additional amounts of labour to satisfy 
the additional transport and handling requirements. 


The services sector, industrialization and employment 


An additional important source of non-agricul- 
tural employment is the services sector. Part of the 
expansion of the services sector is directly dependent 
on the expansion of industry, as, for example, bank- 
ing, insurance, and wholesale and retail trade, as well 
as construction to a certain extent. Certain types of 
service activity become profitable only with the in- 
crease in population concentration which industriali- 
zation brings in its wake. “Market” size is a critical- 
ly important consideration in the delivery of such 
services, as are education, especially higher education, 
medical and health services, transport, and public 
utilities. However, there are elements of expansion 
in the services sector which are directly related to the 
general increase in aggregate income rather than in- 
dustrialization as such. Furthermore, expansion of 
employment in the services sector is related partly to 
the fact that productivity growth in the services 
sector is slower than in the other sectors. This is 
subject to the qualification that the measurement of 
productivity in the services sector compared with that 
in industry and agriculture raises a number of as yet 
unresolved conceptual and empirical questions.3° It 
may be useful to conceive of the generation of employ- 
ment in their sector as consisting of two parts, a 
“modern” (demand-determined) component and a 
“traditional” (supply-determined) component. As a 
rough approximation, all wage-earning and salaried 
employment in the services sector may be considered 
as “modern”, whereas all non-wage or self-employ- 
ment and unpaid family labour may be deemed 
“traditional”. This division has distinct advantages. 
First, it helps to identify systems of employment under 
which the pattern of economic organization, the na- 
ture and structure of remuneration, and the level and 
types of skills are very different. Second, a distinc- 
tion between wage-based and family-based self-sup- 
porting labour helps to isolate the existence of a 
special problem of low earnings in self-employment.®? 
Third, it shows up the limitations of the popular 


38 Bhalla, A. S., “The role of services in employment expansion”, 
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interpretation of Colin Clark’s thesis that, at higher 
levels of income per head, a redistribution of labour 
takes place in favour of the services sector. The fact 
that the services sector’s share of the labour force 
is quite large in countries with low income levels does 
not necessarily invalidate Clark’s proposition, which 
applies mainly to the “modern”, demand-induced types 
of service, related closely to industrialization. 


The concept of income-elasticity of demand does 
not explain a large proportion of the self-supporting 
labour in “traditional” services, which inflates ser- 
vices’ share in the total labour force. Only a small 
proportion of tertiary employment in the less develop- 
ed labour-surplus economies seems to be a function 
of the high income elasticity of demand for services. 
The bulk is to be found in such traditional and “un- 
organized” services as shoe-shining and petty retail 
trades bearing no observable relationship to effective 
labour demand. Here the supply of labour creates 
its own employment opportunities by sharing out a 
given total amount of work. Even the expansion of 
employment in public administration and government 
services (sectors commonly regarded as typifying 
modern development) may reflect a social need to 
absorb labour which would otherwise be redundant. 
In conditions of excess labour supply, the most effi- 
cient utilization of some manpower resources may be 
considered less essential by governments than the 
inefficient utilization of all or most of them. Hence 
the overcrowding of government services when there 
is large-scale chronic unemployment, especially if such 
unemployment prevails among the better educated. 


Urbanization and monetization of the traditional, 
subsistence sector normally bring in their wake a 
shift towards tertiary employment. There is some 
scattered evidence that a large part of the migrants 
out of this sector go into “service-type” occupations. 
The occupational distribution of migrants and non- 
migrants revealed by a recent survey sample in a 
metropolitan area of one east Asian country demon- 
strated that the largest shift of migrants was into 
sales and other service occupations (over 30 per cent) 
and not into the skilled or semi-skilled factory jobs.‘ 
Recent studies tend to show that in the Philippines 
there has been a discernible tendency for the services 
sector to absorb the large bulk of the annual increase 
in the labour force. It is in the composition and 
characteristics of the labour force absorbed into ser- 
vices that trends seem to differ among economies. 
It appears, that there has been a decline in unorganiz- 
ed services activities in the traditional sectors of some 
countries in the wake of rapid economic growth; in 
others, such as the Philippines, on the other hand, 


4° Bhalla,, A. S., “The role of services in employment expansion”, 
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there has been a shift of traditional activities from 
agriculture to such areas as “unorganized” commerce. 
These two different phenomena suggest (a) that inter- 
sectoral labour flows in the less developed countries 
need not always be from agriculture to industry or 
to services by-passing industry, and (b) that labour 
transfers from one sector to another need not be from 
traditional to modern employments. In an economy 
such as the Philippines, where the rate of growth of 
industrial output has been relatively slow, surplus 
agricultural labour has shifted to traditional manu- 
facturing and from there to traditional services when 
manufacturing expanded under conditions of modern 
technology. At higher rates of growth, however, as 
in the case of some other developing ECAFE coun- 
tries, the potential labour surplus in traditional ser- 
vices has been absorbed into industry at the same 
time as the growth of industry has generated “mo- 
dern” employment in complementary services; the net 
effect of these movements has been to raise the rela- 
tive share of modern employment without necessarily 
raising the amount of labour absorption into services. 
The rate of transformation of traditional into modern 
types of labour thus depends on the rate at which the 
two processes take place in conjunction with industrial 
growth. 


In planning for the future role of the services 
sector as a source of employment, it is important to 
recognize the heterogeneous character of the services 
sector, comprising activity ranging from sophisticated 
professional work to peddling and shoe-cleaning. In 
these subsections of the services sector, there are 
sizable employment opportunities for those with some 
years of schooling, who often experience high rates 
of unemployment. In recent years, wholly new op- 
portunities for mechanizing and computerizing these 
areas have opened up on a large scale. If the com- 
puterizing of clerical and retail distribution services 
spreads from the rich to the poor countries, substan- 
tially fewer modern type service jobs are likely to 
become available. Increased employment in the ser- 
vices sector will take the form of precarious low- 
productivity self-employment in the traditional activi- 
ty. The implication is that in the skilled services 
subsectors, as elsewhere, labour-intensive technologies 
should be stressed. 


D. Agricultural development and employment 
Agricultural employment and rural-urban migration 


Whatever is done in the non-agricultural sectors, 
it is certain that the absolute number of people in 
the rural areas of the developing ECAFE countries 
is going to grow over the medium term. So the 
need for jobs in the agricultural sector will also con- 
tinue to rise. The continued growth of the number 
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of people dependent on agriculture for their liveli- 
hood is the result of three factors: the initial large 
size of the agricultural sector, the high over-all rate 
of population growth, and the relatively small capacity 
of the non-farm sectors to expand employment. There 
is another reason for stressing agricultural employ- 
ment opportunities. At the same time that developing 
countries are realizing the size of the employment 
problem they are learning that the agricultural sector 
is becoming less effective in retaining those who can- 
not find jobs in the cities. Under the pressures of 
improved communication and new aspirations, rural 
people are migrating to the cities much faster than 
the rate of increase in the number of industrial job 
opportunities. 


The motives behind this migration are a complex 
mixture of urban “pull” (the attraction of higher 
wages, social, cultural and educational activities, and 
the glamour of the towns) and rural “push” (the 
desire to escape from conditions that offer only heavy, 
unrewarding’ jobs in an atmosphere of little hope). 
Such problems as- mushrooming slums, the dangers 
of massive urban unemployment, and the drain of 
talented and ambitious people from the countryside 
can only be resolved with programmes that include a 
process of rural regeneration. Provision of urban 
jobs without measures to improve rural living stan- 
dards and employment opportunities is likely to result, 
hand-in-hand in increased employment and unemploy- 
ment in the town; every new job created in the city 
may attract two or more migrant families from the 
countryside. 


Employment implications of the “green revolution’ 
ploy P g 


Over the past few years, new dwarf wheat and 
rice varieties have spread to many parts of Asia. 
Their yields are at least double those of traditional 
varieties, and, if used wisely, they can raise the income 
of farmers very considerably as well as promote 
growth elsewhere in the economy. At the same time, 
the new cereal varieties require much more careful 
cultivation (better water control, more ‘fertilizer, and 
more weeding) if they are to fulfil their promise. 
The combination of higher yields and improved culti- 
vation means that more labour may be required for 
the new seeds and that the returns to that labour 
can be higher. Examination of the employment im- 
plications of the new agricultural technology raises a 
number of questions, including: Can the new agri- 
cultural technologies be used to provide more rural 
employment opportunities? How can developing 
countries design agrarian systems incorporating the 
new technologies to combine the goals of maximizing 
food output and productively employing the rural 
population? How can the developing countries best 
use the increases in cereal production to accelerate the 
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growth in output and eniployment in the rest of the 
economy ? 


The higher yields and the greater intensity of 
farming made possible by the new seed varieties 
should have a considerable effect in raising the 
amount of labour required per acre. At the same 
time, however, the efficiency of complementary inputs, 
particularly fertilizer and water, is improved by use 
of the new varieties. As a result, the required labour 
input for each unit of output is likely to decline. 
Thus, while yields may double, the increase in labour 
requirements per acre is not likely to increase by as 
large a proportion. This divergence is extremely im- 
portent in any discussion of the over-all employment 
effects of the “green revolution”. 


While switching to the new varieties from tradi- 
tional ones requires more labour, an even more signi- 
ficant increase in the demand for labour occurs as 
a farmer shifts from growing one crop a year to 
growing two or more (multiple cropping). Each 
crop requires that the land be prepared, the seed 
sown, the plants weeded and the grain harvested, 
threshed, stored, and shipped. The potential for 
multiple cropping is enhanced by the shorter matura- 
tion period of the new rice varieties. At the same 
time, the additional yields and profits from the new 
varieties make it worth-while for farmers to invest 
in water control facilities, which are essential for 
cultivation in the dry season. 


In those areas where multiple cropping is made 
possible, the increase in employment seems to be 
roughly equivalent to the rise in the intensity of crop- 
ping. A study of some large farms in the Punjab 
(Pakistan) showed that, because of the longer work- 
ing hours per man per day, and also because of the 
increased numbers of workers (both family labour 
and more especially hired hands), the input of labour 
per acre on farms irrigated by tubewells was on 
average 57 per cent higher than that on farms with- 
out irrigation. This corresponded closely to the in- 
creased cropping intensity due to the tubewells. 


Although the introduction of the new cereal vari- 
eties by itself does increase the demand for labour, 
it is important to note that the variations both be- 
tween and within regions are considerable, and that 
no areas in south or southeast Asia appear yet to 
have attained the degree of labour-intensity of farms 
in Japan and Taiwan. 


Differential employment effects between large 
and small farms 


In many respects the new varieties appear equal- 
ly effective on any size of farm; that is to say, they 


are neutral to scale. This seems to be true for the 
seeds themselves, for the fertilizer that is an essential 
component of their higher yields, and for other agri- 
cultural chemicals, all of which are divisible into very 
small units. But some other features of the new 
technologies offer returns to scale. Principal among 
these features are mechanization, irrigation, credit, 
and management. Each tractor size, for instance, is 
associated with a roughly fixed operating area, below 
which it quickly becomes uneconomical because of 
its undivisibility. Thus, large farms are in a position 
to make greater use of the advantages of mechaniza- 
tion. For irrigation, the most efficient units, e.g. 
private tubewells require a minimum command area, 
below which the costs of water per gallon and per acre 
rise sharply. The size of the minimum command area 
varies from 25 to 50 acres. Large farmers can sink 
a weli of their own and use the water effectively; 
farmers who own less than the minimum command 
area have to depend on co-operation with others and 
on credit if they want to take full advantage of cheap 
water. However, the costs of credit are usually higher 
for small farmers than for large, both because the 
risks are greater and because the same amount of 
administration must support a smaller loan. This is 
aggravated in some areas by the reluctance of co- 
operatives and banks to lend to small farmers at all. 


Agricultural economies of scale can bring a 
number of employment problems in their train. As 
the large farmers adopt the new seed varieties, they 
can reduce costs and increase output, generating addi- 
tional profits for themselves. There have been ten- 
dencies in many parts of the region for the larger 
farmers to use these profits both to buy machinery 
that can displace labour and to purchase more land. 
Where small farmers do adopt the new varieties, it 
is reasonable to expect that there will be significantly 
greater employment of family labour and an increase 
in the demand for hired labour at peak periods of the 
year. Most small farmers are unlikely to mechanize 
their operations, so that the greatest possibilities of 
the high-yielding cereals in creating employment 
should be realized in these cases. 


For those small farmers who are unable to make 
the transition to the new seed varieties, the prospects 
are bleak. They have to compete with a growing 
volume of cheap grain from the new varieties. Many 
of them will be unable to market economically what 
surplus they produce. These farmers are faced with 
three alternatives: they may retreat to a purely sub- 
sistence style of farming; they may take advantage 
of rising land values to sell out in order to clear 
their debts and to attempt a new start in life, most 
likely adding to the trek to the cities; or they can 
attempt to diversify into other agricultural product 
(which may be difficult since they lack the knowledge, 
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risk-bearing capacity, and institutional setting facili- 
tating adoption of the new cereal varieties among 
other crops). The situation is particularly acute for 
those farmers whose farms are so small that they 
cannot provide even a subsistence livelihood for the 
cultivator and his family. 


Agricultural mechanization and employment 


The “green revolution” has been accompanied by 
a steep rise in the demand for mechanization of farm 
operations. The basic arguments advanced in favour 
of mechanization are: 


(a) Power and equipment facilitate an increase 
in yields through more timely and effective farming. 
Optimum yields of the new seed varieties depend on 
correct seedbed preparation, proper seeding dates, 
precise fertilizer placement, and the uniform and 
timely distribution of water and chemicals. All of 
these operations can be better conducted through 
mechanization. 


(b) The possibilities for multiple cropping put 
a premium on speedy harvesting and land prepara- 
tion so that the next crop may be planted. This 
gives rise to peak season labour shortages when the 
demand for human labour exceeds the supply. 
Mechanization raises output by supplementing labour 
during the peak periods and so getting the next crop 
planted more quickly. 


(c) Mechanization reduces the dependence on 
draugh animals, which have low productivity and 
high costs. These animals also consume food sources 
of energy and so utilize land that would otherwise be 
available for growing food for human consumption. 


(d) The fact that mechanization lowers the 
costs of production is important in terms of the over- 
all growth of the economy because it permits the 
generation of savings for investment. It is also im- 
portant for those countries hoping to lower costs in 
order to compete in the world cereals markets. 


The following arguments are generally put for- 
ward in opposition to agricultural mechanization: 


(a) The evidence of the effects of mechanization 
on yields and on farm costs is inconclusive. 


(b) In countries where labour is plentiful, but 
both capital and land are in short supply, the most 
efficient mode of operation, in agriculture as in other 
sectors, is to utilize the abundant resource while con- 
serving capital and land. 


(c) In countries where capital is in short sup- 
ply it should not be diverted into agriculture, where 
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labour-intensive alternatives are readily available and 
serve other valuable social and economic functions, 
which capital would destroy. 


(d) Mechanization displaces labour. Since no 
other sector of the economy can readily absorb this 
labour, substantial social and economic dislocations 
will occur if agriculture is mechanized. 


(e) Mechanization tends to accentuate the dis- 
parity in incomes between the large landoymers and 
other farmers by enabling the former to lower their 
costs. The resultant competitive advantage for large 
farmers encourages the concentration of land and 
other resources. 


The relationship between mechanization and crop 
yields is complex. It is evident that the productivity 
of the region’s small farms can be raised without 
tractor mechanization, at least to a point consider- 
ably above their present levels, but some intermediate 
forms of mechanical advances are probably required 
in conjunction with the new cereal varieties. What 
these forms are in any particular situation is an im- 
portant question and deserves a great deal of atten- 
tion at the farm level. 


There are two areas where selective mechaniza- 
tion is called for. The first relates to the need, in the 
case of multiple cropping, to accelerate certain critical 
operations through the use of machines; the second 
relates to the seasonal labour shortage for selected 
operations at peak seasons and the consequent need 
for mechanized procedures. The rise in wages ob- 
served in many countries at harvest-times can be 
taken as an indication (or even as an index) of 
labour shortage. It is important, however, to study 
the dynamics of the labour supply in the fields at 
these times. It is likely that higher wages attract 
more people, especially women and children, into the 
labour force, and, in response to seasonally higher 
wages, considerably migration of farm labourers has 
been noted in much of the region. More analysis 
needs to be done to discover thc true extent of sea- 
sonal labour shortages and the extent to which mul- 
tiple cropping is prevented by lack of labour. It is 
also essential to find out whether the families of 
landless agricultural labourers can earn enough in- 
come to survive throughout the year if they are deni- 
ed higher wages during the peak seasons. In situa- 
tions of real labour shortage (i.e. where production 
is held down because even a rise in wages does not 
call forth sufficient labour to handle the work) it 
will be necessary to devise appropriate mechanical 
methods to increase output without decreasing the 
number of jobs. Agriculture consists of an exten- 
sive series of farm operations. The time and energy 
required for some of these operations places distinct 
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limits on the reduction’ in time of the entire agri- 
cultural cycle. If special forms of mechanization can 
be selected for specific operations, blockages may be 
overcome, increasing both agricultural output and 
the over-all demand for labour. 


The essential elements of the solution to this 
problem are to raise the interest rate and to value 
foreign exchange at a more appropriate, higher level 
with respect to capital. Where there is reluctance 
to do this, other special policies should be devised 
to control the rate and extent of agricultural mechani- 
zation because of the immediate, critical danger of 
rural labour displacement. At the very least, taxa- 
tion and pricing policies should place the full bur- 
den of all costs on those farmers who purchase the 
machinery. Subsidies on agricultural machinery in 
the forms of undervalued foreign exchange, easy 
credit, and similar devices should cease. Another ap- 
proach would be to place heavy taxes on agricultural 
machinery, preferably graduated by horsepower. An 
additional alternative is to increase the number of 
self-employed, vicble small farmers at the expense of 
large landowners, in which case the mechanization 
problem might well be entirely avoided. In Japan, 
high yields on small farms have been obtained through 
the labour-intensive use of biological and chemical 
technology. The large farms, because of the problems 
of organization and management of large numbers 
of labourers, have continued to go in for mechaniza- 
tion. On smaller farms, labour is used much more 
intensively, and thus they have benefited from the 
new technology. 


More needs to be known about the relationship 
between the new farm technologies a.d tenant in- 
security. Where the new technologies and the in- 
creased accent on the commercialization of agricul- 
ture exacerbate tenant insecurity, counteraction is 
necessary. This would ‘involve, at the outset, im- 
proving records of land occupancy and tenure condi- 
tions, registering tenancy, and enforcing existing 
regulations on rents and security of tenure. More 
ambitious programmes to give tenant-farmers a greater 
stake in rural development can then follow. 


Effective land redistribution obviates the need 
for the mechanization of large farms. As the scale 
of farm units is reduced arguments about the difficul- 
ties of managing sizable numbers of labourers on 
single units would be eliminated. Then, too, if all 
farms are roughly the same size, services such as 
marketing, credit and irrigation can all be standardiz- 
ed to accommodate that size. In most Asian coun- 
tries today, there are essentially two agricultural ser- 
vice systems, one for the large commercial farmers, 
and the other for small farmers and tenants — with 
resulting inefficiencies and inequities which would be 


reduced if the variance in farm holdings were 
diminished. 


Synchronizing agricultural supply and demand 


It is extremely difficult to make predictions about 
the future world supply of wheat and rice, consider- 
ing the vagaries of the weather and the uncertainties 
about the spread of the “green revolution”. Although 
specific trends are not clear, the new technologies 
may allow the production of cereals in the region to 
grow at about 5 per cent a year; this seems to have 
been the average rate of growth over the past two 
years. If this continues, and if the rate of growth 
of supply continues to outrun that of demand, then 
prices will fall, which will be detrimental to small 
farmers and tenants struggling to enter the market 
economy. If the employment effects of the new seeds 
are to be maximized, it is essential to work to keep 
supply and demand rising in tandem and at a rapid 
rate, 


There are basically three approaches that can be 
adopted to cope with this issue. The first of these 
is to try to increase directly the demand for cereals. 
Various methods, such as improved domestic distri- 
bution systems, promotional campaigns, and’ process- 
ing can contribute to this. Secondly, the increased 
efficiency of the new cereal varieties may allow the 
diversification of some agricultural resources into 
other types of production, such as feed grains, live- 
stock, poultry, fruit and vegetables, dairy products, 
and fibres, for which the demand is growing in 
developing countries as urban population and incomes 
increase. And lastly, as some ECAFE countries reach 
the position of satisfying the internal demand for 
cereals, they may find prospects for exporting these 
or other agricultural products. 


The need for diversification of the agriculture of 
the developing ECAFE countries is being hastened 
by the advent of new seed varieties. Fruit and 
vegetables, for example, use a great deal of labour 
and have a very high value of output per acre. At 
the same time, this type of produce requires careful 
processing, thereby creating further employment op- 
portunities. The demand for fruit and vegetables in 
the region’s developing countries starts from a low 
level but is growing rapidly. With support from the 
governments in the form of research, extension, 
credit, and marketing, this type of production may 
prove very useful for these countries. In the short 
run, dairy production may present the best oppor- 
tunity for some countries to increase small farmers’ 
employment and income. Dairy farming is an im- 
portant agricultural commodity with a large existing 
production base. The demand for these products is 
very strong, and the necessary technology is often 
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suitable for small farmers. Finally, the demand for 
livestock and poultry, and consequently for feed 
grains, is increasing fast as incomes rise and the 
demand for high-quality protein grows. This will 
allow the developing countries to diversify into these 
areas, and thus to expand production and employ- 
ment. 


At present, however, the prospects are slim for 
most developing countries to achieve really signi- 
ficant food grain exports. For one thing, these coun- 
tries have difficulty in meeting the quality standards 
demanded on the world market, and their internal 
prices are often considerably in excess of world prices 
(this is especially true of wheat). World food-grain 
markets are already facing excess supply, and thus 
declining prices. The prospects for exporting feed 
grains to supply the burgeoning livestock industries 
of the world are better, however. Thailand, for in- 
stance, has in recent years developed a very success- 
ful corn-exporting business. In 1969, it sold 1.5 
million tons of corn abroad, primarily to Japan, Hong 
Kong, and Singapore. This amount exceeded the 
export tonnage of rice, for long almost the sole earner 
of foreign exchange. This trend may suggest possi- 
bilities for other developing countries.‘! 


Linkages between agricultural and 
industrial employment 


Besides the opportunities for employment expan- 
sion in agricultural production, the iudustries linked 
to agriculture will also be stimulated by the “green 
revolution.” The production and marketing of new 
seeds, fertilizers, chemicals, and equipment will all 
create jobs. So will the processing and marketing of 
the increased grain harvest. And there will be fur- 
ther multiplier effects throughout the rest of the 
economy. It is possible, in fact, that the amount of 
employment created indirectly —to supply inputs to 
agriculture and to market the additional output from 
the high-yielding varieties — will exceed the direct 
employment effect of the “green revolution.” In one 
of these linked industries, the manufacture of agri- 
cultural implements, the number of job opportunities 
created will be directly affected by the choice of 
agricultural technology. For example, if farmers 
demand complex machinery such as tractors, these 
generally will have to be manufactured in large, 
capital-intensive factories. But if they use less sophis- 
ticated equipment, such as tubewells, simple diesel 
engines, animal-powered ploughs, and seed drills, then 
these can be manufactured at the local level, in simple, 
labour-intensive factories. The field of marketing, in 
the broadest sense, will also provide new employment. 
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Very large investments in storage, feeder roads, pro- 
cessing and distribution will be required in order to 
maintain the momentum of the “green revolution” and 
to market the increased output— and all of these 
investments will, of course, create jobs. The central 
point is that if the twin problems of poverty and 
unemployment are to be alleviated, then the govern- 
ments should adopt deliberate policies to create as 
many jobs as possible both directly in agriculture and 
in the linked industries. The “green revolution” 
creates opportunities in both areas. 


An additional important effect of the introduction 
of high-yielding seed varieties is to make the supply 
of staple food grains more elastic, ie. more able to 
respond rapidly to changes in demand. In the past, 
the fear of inflation generated by an inelastic food 
supply even under public programmes to raise agri- 
cultural production was responsible for dampening 
the desires of governments to engage in large pro- 
grammes aimed at improving the rural employment 
situation. Since a very large proportion of wages 
is spent directly on food, and especially on staple 
food grains, an increase in governmental spending on 
labour-intensive projects tends to raise significantly 
the demand for food grains. Before the advent of 
the new varieties, this meant rising prices, since supply 
was unable to respond to the increase in demand. 


The “green revolution” facilitates the successful 
execution of public works programmes, since demand 
generated by the latter for cereals can be readily met 
by their increased production. It is unlikely that 
public works programmes will provide a long-term 
solution to the employment problems of the develop- 
ing countries, but as a medium-term palliative they 
form an important policy tool. Moreover, if the in- 
creased rural income that derives from additional 
cereal production is distributed fairly evenly, it 
should increase the demand for the kinds of simple 
consumer goods that can be produced domestically. 
These kinds of goods have the additional advantage 
that they can be made in relatively simple, labour- 
intensive factories, and the employment generated in 
such industries will also help to increase the demand 
for food. In sum, increased supply elasticity permits 
greater public initiative, and the resultant redistribu- 
tion of income in favour of agricultural labour creates 
new markets for the expanded output. 


A similar argument can be used to encourage 
the restructuring of industry towards medium- and 
small-scale industries. These provide simple con- 
sumer goods, such as textiles, utensils, and furniture, 
to satisfy the increased purchasing power of farmers 
producing the new cereals and of labourers employed 
in public works. Such industries tend to use local 
raw materials and to employ relatively large numbers 
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of workers with relatively’ small amounts of capital. 
Like the labourers in public works programmes these 
workers spend much of their income on food. These 
medium- and small-scale industries cannot, however, 
grow without help. Their managers often lack the 
knowledge and capital to expand by themselves. 
Governments can encourage the expansion in this sec- 
tor through a package of assistance, comprising 
research and design services, credit, joint training 
operations, and marketing. 


Medium- and small-scale industries could form 
the nuclei of a network of rural growth centres, which 
would also help to raise the level of employment and 
the demand for food. This network would consist 
of series of small country towns strategically placed 
to supply goods and services to villages. They, in 
turn, would be linked to service centres and supply 
lines in large towns. The “green revolution” presents 
an ideal spur to such a strategy because the new 
agricultural technologies encourage the growth of the 
market economy and increase the demand for pro- 
ductive inputs, marketing facilities, and consumer 
goods. The growth centres could help meet these 
needs as well as provide social services quickly and 
cheaply for the farming community, thus raising its 
real income. 


E. Seme general development strategy conclusions 


The incorporation of employment creation as one 
of the basic development objectives of the ECAFE 
region requires that development strategies be revised 
in a number of ways. Firstly, the policy of import 
substitution in the context of a distorted price struc- 
ture of outputs and inputs has to be changed. Al- 
though there exists a unique and useful role for ad- 
ministered pricing in the early import substitution 
phase, this phase should be kept within bounds both 
in terms of the type of tools used and the time span 
over which it is permitted to dominate the scene. 
There are formidable obstacles in the way of a gradual 
termination of hot-house conditions once the bona 
fide objectives of such policies (i.e. infant industry 
protection and infrastructural construction) have been 
satisfied, partly emanating from the industrialists who 
have become accustomed to windfall profits and partly 
from civil servants who have become accustomed to 
power and to the additional incomes which ‘grease the 


administrative wheels during this phase of develop- 
ment. 


The basic elements of a more market-oriented 
pricing structure are fast becoming the conventional 
wisdom, i.e. a preference for tariffs over quotas; 
uniform tariffs over individually negotiated ones; 


downward-trending tariffs over fixed tariffs; adjust- 
able exchange rates over fixed pegs; import liberaliza- 
tion, permitting access to new and small importers 
and industrialists, over rigid licensing; and credit 
allocation through high interest rates rather than 
discretionary lending to established enterprises. On 
the wage front, it is clear that restraint is essential. 
if the rural unemployed and underemployed, who are 
outside the industrially employed and unionized la- 
bour pool, and thus effectively disenfranchised, are 
to have any voice in the matter. 


It is necessary to understand the factors which 
tend to increase the capital intensity of production in 
the developing countries. First, there is to some 
extent a mistaken preference for capital-intensive 
techniques and projects on grounds of prestige and 
visibilities. Second, advice on the choice of tech- 
nology is even proffered by engineers from or 
trained in the advanced countries; high productivity 
to these engineers is synonymous with greater capital 
intensity in view of the factor endowment to which 
they are accustomed. Third, sales agencies from the 
developed countries aggressively promote their latest 
pieces of capital equipment, which are generally high- 
ly capital-intensive. Fourth, this problem is aggra- 
vated by the phenomenon of tied aid, under which aid 
(including export credits) is tied to purchases from 
the aid-giving countries. This rules out even the 
degree of flexibility of choice between the alternative 
techniques among the advanced countries. If aid is 
forthcoming from the United States, it has to be used 
to purchase United States capital equipment even in 
cases where comparable capital equipment from Japan 
or Italy may be more labour-using. The lack of 
trained supervisory and managerial personnel neces- 
sary for managing a labour force involved in labour- 
intensive techniques may, fifth, induce a choice of 
capital-intensive techniques. Sixth, there is a 
vicious circle involved in increasing capital intensity 
of production in developing countries since the fewer 
labour-intensive techniques employed, the smaller will 
be the opportunity to improve and develop a wider 
range of labour-intensive techniques. Techniques are 
improved and developed through use and research; 
if labour-intensive techniques are not used extensively, 
they will suffer from innovational stagnation and lose 
out to competition from capital-intensive techniques. 


Future policy, in the developing countiies as 
well as -at the international level, must be directed 
towards removing ‘the obstacles mentioned above, 
which discourage the use and development of labour- 
intensive techniques. There is a need for regional 
and interregional co-ordination of efforts and assis- 
tance for the development of technology appropriate 
to the labour-abundant countries. Similarly, greater 


Chapter IIT. Economic Growth and Employment 


national expenditure as well as international assis- 
tance for manpower training to remove the shortage 
of organizational and managerial skill in working 
with labour-intensive technology is an important help 
in encouraging the use of labour-intensive techniques. 
The dearth of supervisors, technicians and key skilled 
workers, to mention only one problem, hampers the 
operation of additional shifts in the manufacturing 
industries — an obvious way of generating more em- 
ployment. Skill shortages arise partly because the 
social returns from expenditure in training commonly 
exceed the private returns. Subsidies to entrepreneurs 
for encouraging expenditure on training could com- 
pensate for the fact that private employers who spend 
money on training their labour force may lose trained 
workers to competitors. Institutional training also 
needs to be increased. 


A great part of the responsibility for the en- 
couragement of capital-intensive techniques must be 
borne by the distortion of factor prices out of line 
with the factor endowment of the poor countries. 
Minimum wage legislation and other officially de- 
termined market imperfections, as well as pressures 
from trade unions, tend to put wages at a level higher 
than their opportunity costs. It is politically not 
feasible to reduce wages below the prevailing level. 
While wages as an element of cost are higher than 
the opportunity cost of labour it must, however, be 
remembered that wages are also sources of income, 
and it is not suggested that wages as a source of 
income are higher than they should be, given the 
needs of workers and their families. The problem 
of income distribution needs to be tackled as a 
separate and distinct issue, and in the context of all 
income classes. Raising the wages of organized in- 
dustrial workers far above the level of rural wages 
or average rural income or above the level of wages 
in the unorganized urban sector does not necessarily 
improve income distribution in the wider sense, except 
for protecting the income of the privileged few. In 
so far as it discourages employment of labour, it 
ageravates the income distribution problem, since the 
unemployed earn zero income. 


The use of social opportunity costs for the selec- 
tion of techniques and projects in the public sector 
is relatively easy to enforce, though by no means 
simple. Once the public authorities have reached 
reasonable estimates of the social opportunity costs 
of labour and capital they can select projects and 
techniques on this basis. However, there will be 
financial problems in selecting projects and techniques 
on the basis of social costs while, in practice, paying 
market prices; the extra expenditure involved, if any, 
will have to be met by additional fiscal measures. 
For example, if labour-intensive techniques are em- 
ployed because of the lower opportunity costs involv- 
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ed, but market wages are paid, the savings on capital 
may not be adequate to offset the rise in labour 
costs, since market prices of capital are kept artifi- 
cially low in most developing countries. 


At present a number of policies are followed, 
often to stimulate private investment, which encourage 
the capital intensity of production; they include 
(a) large and accelerated depreciation and investment 
allowances in calculating taxable income; (b) pre- 
ferential licensing of capital-intensive investment; and 
(c) taxation of payrolls to finance supplementary 
benefits for workers and to provide funds for general 
revenue purposes and so on. Policies such as these 
need to be discontinued. Measures to encourage in- 
vestment unwarrantedly cheapen the market cost of 
capital. The objective of reducing the capital inten- 
sity of production in the private sector can be promot- 
ed by such measures as (a) a reduction in the cost 
of labour through a wage subsidy or tax credit, to- 
gether with an increase in the profits tax rate, or 
(b) an increase in the cost of equipment through an 
excise tax (or negative investment credit) together 
with a reduction in the profits tax rate. These mea- 
sures can be expected to encourage labour intensity 
without discouraging capital formation. 


A number of traditional labour-intensive indus- 
tries, employing large numbers of people, are vulner- 
able to competition from large-scale industry using 
more capital-intensive techniques at implicitly sub- 
sidized market prices. The correction of factor-price 
distortion will help this sector; moreover, direct 
methods of assistance to this sector, which could pro- 
long its survival, could have the same beneficial effects 
as the correction of factor price distortion through 
taxes and subsidies. Even if with a corrected price 
structure they cannot withstand competition, the large- 
scale displacement of labour consequent on their 
decline should be slowed down to match the rate of 
creation of employment opportunities elsewhere. 


Moreover, there should be encouragement, in- 
cluding through temporary subsidies, of labour-inten- 
sive subcontracting, especially in the rural areas, in 
order to take maximum advantage of the local labour 
supply as well as dispersed entrepreneurial and saving 
capacity. More attention has to be directed to the 
“connectivity” of the agricultural and non-agricul- 
tural sectors in most of the developing countries of 
the region. Such “connectivity”, both physical and 
institutional, is very much in evidence in all of the 
relatively few “success” cases; it is important not only 
from the point of view of minimizing output and 
employment conflicts by economizing on both private 
and social capital requirements; it also has very im- 
portant incentive-related advantages with respect to 
agricultural productivity change. 
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In the agricultural sector it is necessary to avoid 
subsidies for tractors and other heavy equipment via 
low duties and/or low excises on domestic produc- 
tion (in addition to the impact of an overvalued 
exchange rate favouring their importation in the first 
place), threatening an uneconomic orgy of mechaniza- 
tion in the wake of the “green revolution”. More- 
over, land reform may well be necessary where large 
holdings prevent the intensive use of land through 
that application of more labour-intensive production 
processes. 


One other obvious area for policy reform is in 
the international trade in labour-intensive industrial 
goods, as the developing countries move en masse 
towards export promotion. This means not only sup- 
port for temporary preferences for exports from the 


developing countries but, perhaps more importantly, 
the need for a sensible and thoroughgoing adjust- 
ment of assistance policy in the developed countries. 
If all the developing countries, however, began to take 
this policy advice, and accelerated their growth, ex- 
ports, and employment on a broad front, rear-guard 
actions by the politically powerful, labour-intensive 
“sick” industries in the advanced countries could be 
expected to become more and more bitter. In fact, 
it can be argued with some conviction that, from the 
point of view of efficiency as well as political feasi- 
bility, it might be desirable to spend a part of the 
international aid programme in the domestic econo- 
mies of the advanced countries in return for a lower- 
ing of quota and tariff barriers on the relevant com- 
modities. 


Chapter III 
ECONOMIC GROWTH AND INCOME DISTRIBUTION 


There has been a growing recognition in recent 
years that not only the absolute level, but the dis- 
tribution, of a country’s national income is important 
in determining the welfare of the people of that 
country and that greater equality in the distribution 
of income is necessary to satisfy the requirements of 
social justice. This recognition has created a need 
for more information on the existing national distri- 
butions of income, on the determinants of the distri- 
bution of income, and on the relationship between 
income distribution and economic development in the 
countries of the ECAFE region. Such information 
is necessary for the formulation and implementation 
of policies conducive not only to attaining the target 
of economic growth but also to improving the condi- 
tions of social justice. It is to this major task that 
the present chapter seeks to make a preliminary con- 
tribution, 


In this preliminary study of the distribution of 
income in the countries of the ECAFE region, detailed 
references are confined to Ceylon, India, the Philip- 
pines and Thailand. Information on other countries 
of the region is entered into the study where appro- 
priate, but limited availability leaves the coverage 
incomplete. It is hoped that all the ECAFE coun- 
tries can be covered in greater detail in subsequent 
studies as data and improved analytical techniques 
become available. In any event, there is sufficient 
diversity in the development patterns of the countries 
covered in detail in this study to justify a number of 
tentative, but meaningful, conclusions. 


This chapter is divided into four major sections. 
In the first, various issues related to the statistics, 
methods, and concepts employed in the analysis of 
income distribution are reviewed. The second sec- 
tion recounts the individual data with respect to 
Ceylon, India, the Philippines and Thailand, and ends 
with a brief discussion of international comparisons. 
Some general aspects of income distribution in the 
ECAFE region are covered in the third section, with 
particular attention given to the connexion between 
income distribution, on the one hand, and social jus- 
tice and growth, on the other. The chapter ends with 
a section which draws some general conclusions. 


A. Conceptual, methodological, and 


statistical issues 


Income distribution can be studied by industry 
of origin as well as by factor shares. The classical 


method of studying the distribution of national in- 
come by factors of production (land, labour and 
capital) was perhaps suitable for the distribution of 
income that prevailed prior to this century, but this 
approach has become largely outmoded as the con- 
cept of capital, in particular, has become more com- 
plex and as its ownership has become more diversified 
among the population. 


This study accordingly relates to the distribu- 
tion of income by size. The incomes of persons from 
work (as well as from property and transfers) in any 
sector are industrial sub-groups, and an analysis is 
made of the degree and composition of income in- 
equality and of the demographic and economic fac- 
tors which influence its distribution. This treatment 
is applied to both personal income (income before 
direct taxes) and disposable income (income after 
tax). Each of these matters will be discussed to 
the extent to which available data permit. 


Nature of statistical information 


The size distribution of personal income is, in 
effect, a frequency distribution, showing personal 
income units ranked according to their income size. 
The form of such a distribution varies, depending on 
the concept of personal income adopted, the defini- 
tion of income-expenditure unit used, and the length 
of time over which the income flow is measured. In 
addition to these objective differences, there are 
differences attributable to statistical error. The mag- 
nitude of the statistical error in each case depends 
on the way in which the actual size distribution of 
the population is estimated from potentially biased 
information acquired from a population sample. 
Error can thus creep into both the population and 
income variables employed. 


In addition to these matters there is the purely 
informational problem, which, even in developed coun- 
tries with advanced systems of data collection, assumes 
serious proportions. Information about income can 
be obtained from various types of sources, some of 
which are given below. 


If the coverage of a population census is fairly 
complete and income answers reliable, it will probably 
be the best available source of information concern- 
ing income distribution. In developing countries 
(and to some extent also in developed countries) 
coverage is usually only partially complete, and those 
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population elements not covered will often be among 
the poorest of the population. In addition, develop- 
ing countries are rarely able to include questions on 
income in their population censuses simply because 
of the non-response, administrative and clerical prob- 
lems involved. 


Another income data source is income tax returns 
or assessments. However, these data usually suffer 
from a multitude of deficiencies. The lowest income 
brackets are usually not liable to income taxation, 
and thus no information will be available about their 
incomes. Also the income concepts used are those 
applied for purposes of studying the social problem 
of income distribution; for instance, capital gains may 
be excluded. Comparability may be reduced because 
some developing countries do not have unified income 
tax schemes. Finally, there is the problem of tax 
evasion, which even in developed countries often 
assumes serious proportions. It stands to reason that 
evasion is more serious in the case of profits and 
interest than for wages and salaries, and it is thus 
more serious among the upper than the lower income 
brackets. There is little doubt that tax evasion is a 
much more serious problem in developing than in 
developed countries. Indeed, only rarely are income 
tax data in developing countries of such a quality 
that they can be used for studying income distribu- 
tion in a meaningful way. 


Special household surveys may also give informa- 
tion about household income. Such surveys have 
been made in several developing countries and form 
the basic statistical material used in this chapter. 
Provided that scientific sampling methods have been 
used and adequate questions have been asked, this 
source of data should, in principle, be superior to all 
others because it can be designed for the special 
purpose of studying income distribution. In prac- 
tice, however, the sample may be biased, and answers 
may be incorrect. Generally, the less developed a 
country, the less reliable will its survey data tend to 
be, and quality may vary greatly from sample to 
sample. 


A common deficiency in these three sources of 
data is that information about the tails of the income 
distribution is unreliable, if not entirely missing; the 
very poor are simply not picked up, and the very rich 
purposely fail to respond. This is most noticeable 
in the case of income tax returns and household 
surveys, particularly those for less developed coun- 
tries. The implication is that income inequality tends 
to be underestimated, and more so in the less develop- 
ed countries; comparisons between countries should 
take this bias into account. It follows also that com- 
parisons over time should be made with great cau- 
tion. 


The distribution of personal wealth is even more 
difficult to study. Population censuses usually do 
not collect information on people’s net worth. Few 
countries tax net worth, and, in those that do, evalua- 
tion adds an additional serious problem to all the 
others related to tax returns. In rural areas in less 
developed countries, in particular, distribution of land 
may be used as an indicator of distribution of both 
wealth and income. This indicator should, however, 
be used with caution. Land registration may be de- 
centralized (in which case big owners may appear as 
several smaller owners) ; fertility, state of cultivation 
and, hence, value and income of land differ greatly 
between regions and districts and even between hold- 
ings; holding (cultivation) and ownership do not 
always coincide because of land tenancy institutions; 
and so forth. Nevertheless, for comparisons over 
time within a country, land distribution may give 
valuable information because many of the above- 
mentioned factors remain relatively constant over 
time. Agricultural censuses, finally, may give in- 
formation on both assets and debts for individual 
farms; but these are available for relatively few 
developing countries. The difficulties encountered by 
any study of income and wealth distribution in de- 
veloping countries are thus enormous. 


Concept of income 


The final use of income distribution statistics 
determines their form and scope. Income is a flow 
concept and can be quantified alternatively as the 
sum of receipts to factors of production or as the 
disbursements for goods and services produced. The 
distribution of personal income can itself be measured 
either as personal income payments for factor services 
rendered or as personal income receipts placed at the 
disposal of family units. While it is somewhat easier 
to obtain data on factor income accruing to labour, 
there are usually no reliable and detailed data obtain- 
able in respect of non-labour factor income to persons. 


Furthermore; the problems involved in making 
correct estimates of non-money income, which con- 
stitutes an important component of national income, 
particularly in the less developed countries, are well 
known. Because of the predominance of agricultural 
output in total output in these countries, annual in- 
come is subject to wide fluctuations. The year chosen 
for the purpose of studying income distribution may 
thus over-state or under-state the degree of long-term 
inequality. Similarly, regional and urban rural dif- 
ferences in price levels, which are likely to be more 
pronounced in developing countries where unified 
markets for goods and services are a rarity, may in- 
fluence purchasing power, and consequently the wel- 
fare component reflected in a given amount of money 
income. 
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Personal income and disposable income are con- 
sidered more appropriate concepts than factor income 
for the purpose of measuring welfare. The distribu- 
tion of disposable income or personal income implies 
the distribution of economic resources at the disposal 
of the income and consumer-welfare units for their 
consumption and saving. The Keynesian contention 
that the distribution of personal income influences the 
fraction of national income earmarked for private 
consumption and saving presupposes a comprehensive 
income concept which includes not only factor income 
but also net transfer payments receipts. In practice, 
however, it is not easy to estimate personal income 
in this comprehensive sense, largely because transfer 
income, usually small in developing countries, is not 
susceptible to realistic measurement. 


Unit of study 


Ideally, the recipient unit for the purpose of 
studying personal income distribution should be the 
“individual” because it is individuals who participate 
directly in the productive process. In practice, how- 
ever, the individual unit yields a less than adequate 
understanding of the socially relevant distribution of 
income, which is best studied by reference to the 
“family”. The definition of a “family” is unlikely 
to be the same everywhere, and the number of income 
earners in a family will vary. Most authorities hold 
that the distribution of disposable income by family 
or consumer welfare unit is much less susceptible to 
analysis than the distribution of factor earnings by 
individuals. The combination of individuals into a 
family or consumer unit has no connexion with the 
productive process, even though the economic environ- 
ment may markedly influence the pattern of family 
formation and development. 


Secular income 


In view of the inevitable income fluctuations the 
level of income in a single year may give no idea 
of the long-run level of living. Hence, it is con- 
tended the secular structure of income — the size of 
the stock of durables, the amount of free govern- 
ment services available, etc. — should be taken into 
consideration for the purpose of long-run income dis- 
tribution. 


Measurement of welfare 


There is a consensus of opinion that money 
income is a grossly inadequate measure of welfare. 


45 


The level of welfare reflects the adequacy with which 
economic means satisfy specified wants. One type of 
variation in annual incomes is that which causes per- 
sonal dissaving when current consumption levels are 
maintained during transitory income shortfalls. It is 
contended that a longer measurement period over 
which incomes might be averaged would reduce the 
bias in income distribution arising out of annual 
income variations. By extending this logic to its 
national limit, life-time average annual income would 
be considered a superior measure of economic means. 


Adequate information about sex, age, years of 
schooling and material wealth may yield an indivi- 
dual’s life-time income profile. Age, in conjunction 
with the wealth position of an individual, measured 
in terms of his material net worth and the human 
capital invested in his education and training, may 
give a rough idea of his expected life-time income. 
The inequality of income distribution in a society 
is then most meaningfully summarized by the size 
distribution of such reconstructed life-time income 
profiles or average annual incomes. Research on the 
welfare implications of income distributions should 
consequently be directed chiefly towards developing a 
full understanding of the interactions of personal 
income, wealth and age. 


However, no precise distribution of life-time 
incomes and welfare can be constructed in the absence 
of adequate data on personal wealth, and no such 
data are available. Consumption, which is probably 
more closely correlated to average life-time income 
than is current annual income, may be a better mea- 
sure of welfare.1 


Measures of inequality 


The problems of formulating a mathematical 
expression to describe a frequency distribution and 
of finding a measure of inequality applicable to the 
size distribution of incomes have been tackled by 
many authorities. Those of the statistical theory 
school have proposed general laws to describe size 
distributions of consumption, income and wealth. 
Others have confined themselves to devising analytical 
or graphical methods for measuring inequality without 
committing themselves to any particular theory of 
distribution. 


1 On the same assumptions, the size distribution of household con- 
sumption is a far better approximation of the size distribution of what 
Friedman calls “permanent income” than the size distribution of 
measured annual income. See Friedman, M., A Theory of the Con- 
sumption Function, National Bureau of Economic Research, Princeton 
University Press, 1957, pp. 209-210. 
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Methods suitable for analysing available data on 
size distribution of income in developing countries are 
still lacking. The most popular measures, namely the 
Lorenz Curve and the Gini coefficients, have been used 
in this study, together with decile shares, to enable 
comparisons to be made and tentative general con- 
clusions drawn. The recognized limitations of these 
measures with respect to income inequality must, 
however, be borne in mind. 


The interpretation of the inequality shown by 
a given distribution is, of course, dependent on the 
underlying definitions of income, recipient unit and 
income period. In view of the various limitations 
affecting available data and variations in the measures 
of income inequality, size distributions have always 
been a somewhat synthetic affair. “Unlike the in- 
formation on industrial structure, the evidence on the 
distribution of income by size is more in the nature 
of synthetic estimates”.2 The current emphasis is 
therefore not so much on measurement of the degree 
of inequality as on the underlying forces which are 
mirrored in changes in income-size distributions. 
“The essence of the matter is not inequality, but what 
it stands for”.3 


Inter-country comparisons 


Caution is required in making inter-country com- 
parisons. Generally speaking, statistics on the distri- 
bution of personal income are scarce and not par- 
ticularly suitable for analysing either the determinants 
of the functional distribution of factor income by 
persons or the welfare consequences of the distribu- 
tion of disposable income by families. Data collected 
in family budget or consumer surveys are likewise 
unsuitable for such purposes and are not comparable 
inter se. For a variety of reasons, consumer expen- 
diture or income, particularly for the highest and 
lowest income categories, tends to be under-reported 
or not adequately covered in the samples, and these 
biases are not uniform among countries. 


Accordingly, thorough inter-country comparisons 
demand intricate adjustments for the methodological 
differences in the national statistics concerned. There 
is, in any event, no ‘consensus on the scope or func- 


? Kuznets, Simon, “Quantitative Aspects of the Economic Growth of 
Nations, VIll: Distribution of Income by Size”, Economic Develop- 
ment and Cultural Change, January 1963, Part 2, pp. 1-80. 


® Kuznets, Simon, “Economic Growth and Income Inequality”, 
American Economic Review, March 1955, pp. 1-28. 


tion of international income distribution statistics.‘ 
Allowance must also be made for the wide differences 
in countries’ economic and social institutions in de- 
ducing the welfare implications of personal income 
statistics in a particular national environment. 


B. Distribution of income: selected countries 


There are wide variations in the size, population, 
level of per capita income and economic structure of 
the countries in the ECAFE region. Asia contains 
slightly more than half of the world’s population. 
Statistically, average per capita income for the whole 
of Asia was about US$160 in 1965. When Japan 
(which has some 6 per cent of the region’s popula- 
tion and accounts for nearly one third of total re- 
gional production) is excluded, average per capita 
income for the remaining countries was about US$100 
in 1965, being US$133 in Ceylon, US$89 in India, 
US$218 in the Philippines and US$106 in Thailand.® 
But what about the distribution of income around 
these simple averages? Detailed data on income 
distribution are available for Ceylon, India, the 
Philippines and Thailand, and will be discussed be- 
low. 


Ceylon 
(a) Source of data 


Data on income distribution are available from 
surveys primarily concerned with other types of 
economic information and from the Census reports. 


4 For a methodological review of existing international statistics on 
income distribution, see United Nations, Statistics of the Distribution 
of Personal Income, document E/CN.3/L.42 of the Statistical Com- 
mission, 17 September 1957; and Economic Survey of Europe in 1956 
(United Nations publication, Seles No.: 1957.JI.E.1), Chapter IX: 
Economic Commission for Europe. Also useful are United Nations, 
National Income and Its Distribution in Underdeveloped Couniries, 
Statistical Papers, Series E, No. 3, (United Nations publication, Sales 
No.: 51.XVII.3), and ECAFE, “‘Analysis of National Income in Select- 
ed Asian Countries”, Economic Bulletin for Asia and the Far East, 
January-June 1952, vol. III, Nos. 1-2, pp. 13-26. 


For analytical studies of various sets of international data on in- 
come distribution, see Kuznets, Simon, “Quantitative Aspects of 
Economic Growth of Nations, VIll: Distribution of Income by Size”, 
op. cit. Kuznets concentrates on the size distribution of income by 
family unit. He pools and refines a wide array of data from many 
countries at all stages in their economic development and from many 
different periods in a particular country’s development. 

On the other hand, the Economic Survey of Europe in 1956 em- 
ploys only income tax data for five rather similar European countries 
in the immediate pre-war and post-war years. The United Nations 
investigation focused on what is called the factor distribution of income 
among income recipients, and studied each body of data (where 
possible) by income type, economic sector of origin, social status of 
recipient, and age of recipient. Even among these rather homo- 
geneous European countries, the data failed to support uniformly any 
new conclusions. 

All these studies are useful as they compare and contrast inter- 
national data, and draw cautious conclusions and generalizations from 
the data they examine. They also illustrate how dangerous it would 
be to draw any definite conclusions from such data. 

5 Yearbook of National Accounts Statistics, 1969 (United Nations 
publication, Sales No.: E.71.XVII.3), Vol. II. 
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The primary emphasis in these surveys has not been 
on the study of income distribution, and the informa- 
tion gathered is accordingly not sufficiently compre- 
hensive to permit thorough analysis. The income tax 
statistics are of very limited usefulness because of the 
relatively small number of income tax payers, only 
0.9 per cent of the total population in 1968-1969. 


The size distribution of income is based on the 
1953 and 1963 surveys of consumers’ finance in 
Ceylon and on the socio-economic survey conducted 
in 1969-1970 by the Department of Census and Statis- 
tics, which involved 12,000 households. The survey 
of rural credit and indebtedness carried out by the 
Central Bank of Ceylon in October/December 1969 


will provide useful information for future studies. 


(b) Distribution of income, 1953 and 1963 


The consumer finance survey of 1953 showed 
that most income recipients are clustered around the 
lower income brackets; the top 1 per cent of income 
recipients accounted for 18.2 per cent of total income 
and the bottom 10 per cent for 1.4 per cent. The 
concentration ratio (by “spending unit”) worked out 


at 0.46 for 1953. 


Average monthly income in Ceylon in 1953 was 
Rs 107.4. For the estate (landed estates) sector, the 
average was below that for the country as a whole, 
being Rs 58.50, and for the non-estate sector it was 
Rs 121.80. The lower income of the estate sector is 
attributable to the fact that income recipients are 
predominantly unskilled labourers whereas the non- 
estate sector covers many occupations in which people 
are well paid or self-employed. 


The 1963 Survey showed that about 79.65 per 
cent of income-earners received under Rs 350 a 
month, 52.66 per cent under Rs 175 and 27.20 per 
cent under Rs 100 per month; only 14.20 per cent 
of the total population earned more than Rs 400. The 
bulk of recipients (74.42 per cent) were in the under- 
Rs 300 group. 


(c) Changes in income distribution 


Average income per recipient was Rs 267.39 for 
two months in 1963, as against the 1953 figure of 
Rs 214.80. This was therefore an increase of 25 
per cent in average income (an annual increase of 
almost 2 per cent) for the ten-year period. After 
adjustment for the price increase-of 10 per cent (as 
measured by the Colombo consumers’ cost of living 
index), the ten-year rise in real incomes amounts to 
13 per cent. 
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Median income rose by 25 per cent (Rs 132.6 to 
Rs 165.6) for the same period. In 1953, only 0.29 
per cent of income recipients had a total income for 
two months of over Rs 2,000, and this group received 
12.28 per cent of all income. In 1963 the percentage 
of income recipients in this group increased to 0.36 
per cent, but their share of all income fell to 7.19 
per cent. 


There was a decline from 70.25 per cent in 1953 
to 59.16 per cent in 1963 in the share of income reci- 
pients under Rs 200 (for two months). The propor- 
tion of income recipients in the group Rs 200-300 
rose from 27.63 per cent in 1953 to 36.51 per cent 
in 1963. This upward shift in the frequency of high 
incomes prevailed in all income groups above Rs 200. 


According to the Surveys the proportion of all 
income accruing to the top ] per cent declined from 
18.2 per cent in 1953 to 12.43 per cent in 1963. 
The fact that there was also a reduction in the pro- 
portion of income received by the lower income 
brackets was not due to a decline in the average 
incomes of the lowest income groups, but to the 
movement of a large number of their members into 
higher income brackets. The share of total income 
received by the lower income groups had therefore 
fallen. 


Table I-3-1 shows the distribution of income (by 
income groups of households, and with individuals as 
income recipient units). The income received by 
the highest (decile) income group (individual as re- 
cipient unit) declined from 42.49 per cent in 1953 
to 39.24 per cent in 1963, while that of the next decile 
increased from 14.16 per cent in 1953 to 16.01 per 
cent in 1963. There were slight increases in the 
share of income received by the remaining tenths; 


Table J-3-1. CrYLON: DISTRIBUTION OF INCOME 
(BY INCOME GROUPS OF HOUSEHOLDS) 


(in percentages ) 


Personal income® 
Income group 


1953d 1963> 1953¢ 1963¢ 
istdecles a.” mam 15 12 1.9 ee 
2nd decile . . . a5 2k 3.3 3.0 
3rd decile . . . 3.6 3.6 4.1 4.0 
4th decile’... 4.4 4.5 5.2 52 
Bth deciles) «1+ Did 5.5 6.4 6.3 
6th decile . . . 6:50 6.8 6.9 Tie: 
7th, decile * ay 79 9.0 8.3 9.0 
Sthidecile: 4.) 17%. 10.4 11.5 10.1 D2 
Othdeciletig ims 1 14.2 16.0 13.2 15.5 
10th decile . . . 42.5 39.2 40.6 36.8 


motaliay, wages aie aml O0.0 100.0 100.0 100.0 


Source: ECAFE study. 
® Figures have been rounded to the nearest decimal point. 
Individual as income recipient unit. 
© Household as income recipient unit. 
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except in the three lowest brackets: in the eighth- 
tenth, there was no change, in the ninth, income de- 
creased from 3.56 to 2.70 per cent, and in the lowest 
bracket from 1.51 to 1.17 per cent. 


According to the data for 1969-1970, 45.6 per 
cent of the spending units were in the lowest income 
brackets (Rs 50-199) and received 21.5 per cent of 
total income, whereas, in 1963, 71 per cent received 
38.3 per cent of total income. This indicates that 
there has been a marked reduction in the number of 
spending units in the lowest income brackets and a 
movement into the next two higher groups. 


As for distribution of income in relation to spend- 
ing units, in 1963 71 per cent of the spending units 
receivéd less than Rs 200 and had 38.3 per cent of 
total income, whereas, in 1969-1970 45.6 per cent 
had 21.5 per cent of income. In 1963, 19.7 per cent 
of the spending units were in the income group 
Rs 200-399 and 26.9 per cent of the income, whereas, 
in 1969-1970, 35.2 per cent of the spending units 
in that group received 34 per cent of total income. 
In the income bracket Rs 400-599, the number of 
spending units increased from 5.6 per cent in 1963 
to 11.2 per cent in 1969-1970, while income received 
rose from 13.4 per cent to 18.6 per cent. 


The analysis in terms of spending units and 
income receivers shows that income disparities have 
greatly decreased over the years and that the trend 
towards greater income equality which was evident 
in 1963 has gathered momentum. 


The concentration ratios were 0.45 in 1953 and 
0.41 in 1969/70. However, since the data of all 
these surveys are not strictly comparable and relate, 
in any event, to terminal years, the ratios should 
be interpreted cautiously as indicative of trend, rather 
than as representing the exact magnitude of inequali- 
ty. 


(d) Rural-urban differentials 


Rural-urban distribution data are available for 
1953 and 1963. In 1963, income recipients in the 
urban sector accounted for 28.2 per cent of total 
income, and the rural and estate sectors for 63.2 per 
cent and 5.9 per cent, respectively, of the total. The 
percentages of income recipients in the urban, rural 
and estate sectors were 14.9, 65.5 and 19.6, respec- 
tively. Accordingly, the estate sector experienced the 
least inequality while the urban sector had the largest 
measure of inequality. Income recipients in the 
second twentieth group received, on average, their 
corresponding share of income. In all the zones and 
sectors, except the estate sector, the lowest twentieth 


of the income recipients had one half or less of the 
share of the next highest twentieth group. The 
degree of inequality of incomes in the urban sector 
is as high as that for the country as a whole. 


(e) Planning efforts and income distribution 


The ten-year plan issued in 1959 was the first 
attempt at a comprehensive plan for both the public 
and private sectors. The problem of unemployment 
was one of the key planning questions in Ceylon, and 
emphasis was therefore placed on fields of productive 
activity for the future work force, which was expected 
to more than double in the 25-year period ending in 
1981. The basic objectives of the ten-year plan were 
to raise the standard of living gradually and to bring 
about a reduction in unemployment and underemploy- 
ment. This object had not been emphasized in the 
previous plan, prepared in 1955; like that plan, how- 
ever, the ten-year plan failed to get off the ground. 
When it was found that the ten-year plan could not be 
effectively implemented, a short-term implementation 
programme was presented in 1962. Since 1964 no 
comprehensive plan has been in operation; the emer- 
gence of state enterprises has, however, continued to 
have a redistributive impact by reducing the econo- 
mic power of the entrepreneurial class. 


({) Other efforts to alter income distribution 


Data on distribution of income after tax are not 
available. However, such taxes as wealth tax, gift 
tax, estate duty and a capital levy (imposed in 1970- 
1971) have a redistributive effect; their impact, how- 
ever, is necessarily felt only in the long run. 


Under the recently introduced peasant coloniza- 
tion scheme, colonists are provided with temporary 
camps constructed by the Land Development Depart- 
ment. ‘They are given a grant of Rs 80 by the Land 
Commission for the construction of temporary huts 
for family occupancy and a subsidy of Rs 1,000 by 
the Land Development Department for the construc- 
tion of a certain type of cottage. Land allotments 
are distributed in lots of 30 acres per 15 colonists and 
have to be cleared in time for chena cultivation in 
the Maha season of the same year. The colonists are 
paid a subsidy of Rs 100 per acre for jungle clearing. 
The cost of each of the temporary buildings, which 
are erected at the rate of one building per unit of 40 
colonists, is Rs 2,350. A further subsidy of Rs 100 
is given for the clearing of forested high land. Civic 
amenities, schools, dispensaries, co-operative societies, 
post offices and community centres are provided for 
the colonists. 
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(g) Movement in wages 


In all sectors, money and real wages have risen 
to some extent. After the devaluation of the rupee 
in November 1967, there was a general upward revi- 
sion of wage rates for employees in government ser- 
vice. Indeed, employees in government service have 
consistently received better scales of pay, fringe 
benefits and superannuation benefits than employees 
in the private sector; most people who seek work 
want to become government employees for this reason. 
In 1970 there were 303,674 government employees; 
since they already belong to the better-paid category 
of workers, any increase in their wage rates amounts 
to a further extension of their income position be- 
yond the economy as a whole; this tends to widen 
salary-wage differentials within the salary-wage group 
in the economy. The growing preference for govern- 
ment jobs amid rising unemployment is also indicative 
of an inadequate alignment of educational planning 
with planning for job opportunities. 


(h) Subsidies and social service expenditure 
as income redistributors 


The social services provided by the State since 
the end of the Second World War have also had a 
very significant redistributive effect on income and 
wealth. In this respect, subsidies on basic foodstuffs, 
free education and free health services are important. 
The subsidization of foodstuffs, mainly rice, was a 
legacy from the war-time rationing and price control 
of essential goods. Rice rationing and the fixing of 
rice prices were introduced in February 1942, since 
then there has been a subsidy on rice. From Decem- 
ber 1966 onwards, the Government has increased the 
subsidy by giving one measure of rice free of charge. 
The subsidy on rice for a family of six adults today 
amounts to Rs 6 per week or Rs 24 per month. This 
subsidy is now enjoyed by all categories of persons, 
including those paying income tax. 


In addition to education, medical and other wel- 
fare services, the prices of various other essential 
public services have also remained remarkably stable 
over the last two decades. No systematic assessment 
of the impact of public expenditure on the improve- 
ment of skill and on the consequent effects on earn- 
ings has been made. There is yet no indication of 
any movement towards equalization of access to 
educational and training facilities. 


(i) Land distribution 


In rural areas, paddy lands are the most impor- 
tant form of wealth. Data show that about 33 per 
cent of all paddy lands are cultivated by non-land 
owning tenant farmers, which implies that the cultiva- 
tors of the bulk of the country’s paddy lands own 
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their own land, although the size of their plots is very 
small: the average holding being only about half an 
acre. There are, however, a number of landowners 
in the eastern and southern provinces who own large 
tracts of paddy land. 


India 


Systematic studies have been made of the distri- 
bution of personal income in India for the years 
1953/54 to 1956/57® These studies present data on 
income distribution by size of income and by func- 
tional categories. Income distribution by size for 
rural and urban areas is also given, as are data on 
pre-tax and post-tax distribution of personal income 
as well as disposable personal income. In what fol- 
lows, the “household” is the income-receiving unit 
considered, except where otherwise stated. 


(a) Distribution of income 1953/54 to 1956/57 


These studies revealed that, during the period 
covered, the top 5 per cent of households received 
20 per cent of total personal income (17 per cent of 
rural income and 26 per cent of urban income) and 
19 per cent of disposable income (17 per cent in the 
rural sector and 24 per cent in the urban sector). 
The top 10 per cent of households received 25 per 
cent of rural personal income and 37 per cent of 
urban personal income, their shares in disposable 
income being 25 per cent and 36 per cent, respec- 
tively. The concentration ratio worked out at, res- 
pectively, 0.31 and 0.34 for rural and urban personal 
income, and 0.306 and 0.382 for rural and urban dis- 
posable income. The over-all concentration ratios 
were 0.34 for personal income and 0.335 for dispos- 
able income. 


(6) Rural-urban differentials 


Income distribution in the rural sector was more 
equal than in the urban sector. Of the total number 
of households, 79 per cent were rural and 21 per cent 
urban; rural households received 71 per cent of total 
personal income, while the urban households’ share 
was 29 per cent. In the urban sector, the ““high- 
income” urban households (those having annual in- 
comes of Rs 3,001 and over, i.e., US$401 and over) 
formed 11 per cent of all urban households and had 
39 per cent of total urban personal income. In the 
rural sector, on the other hand, only 3 per cent of 
the total rural households were in the “high-income” 
group, having 12 per cent of the total personal income 
of the sector. 


® Ojha, P. D., and Bhatt, V. V., “Distribution of income in the 
Indian economy 1953/54 to 1956/57”, Reserve Bank of India Bulletin, 
September 1962, and “Pattern of income distribution in India: 1953/ 
54 to 1956/57", Reserve Bank of India Bulletin, September 1963. 
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The average income’ per household of “high- 
income” families in the rural sector was Rs 4,564 
(US$608); in the urban sector it was Rs 5,985 
(US$798). For low-income households, the average 
income was Rs 1,044 (US$139) in the rural sector 
and Rs 1,212 (US$162) in the urban sector. When 
farm and non-farm categories are compared, 3 per 
cent of households in the farm sector were in the 
“high-income” groups, receiving 12 per cent of the 
personal income of the farm sector; households in the 
“high-income” bracket in the non-farm sector formed 
8 per cent of all households in the sector, claiming 
26 per cent of the total personal income of the 
sector. 


(c) Salary —non-salary distribution 


Of the total number of households, 4.7 per cent 
were in the “high-income” group; of these, 52 per 
cent were non-salary-earner households, 42 per cent 
farm households and 6 per cent salary-earner house- 
holds. The personal income of the non-salary-earner 
groups, the salary-earner group and the farm house- 
hold group constituted 61 per cent, 11 per cent and 
28 per cent, respectively, of the total personal income 
of the “high-income” group. The households and 
income of the “high-income” non-salary-earner group 
constituted 2.4 per cent and 11.9 per cent, respective- 
ly, of the total number of households and the total 
personal income. 


(d) Change in income distribution 


Analysis of the change in income distribution in 
the interval between the two periods covered in the 
studies (i., 1953/54-1954/55 and 1955/56- 
1956/57) had indicated that a tendency existed for 
the inequality of income in the urban sector to in- 
crease. Hence, it was expected that the income dis- 
tribution pattern in India might become more unequal 
as development proceeded; the rise in the concentra- 
tion ratio in the urban sector was indicative of this 
trend.” 


In order to ascertain the change in this pattern 
during a decade or so, a similar study is in progress, 
and tentative estimates of size distribution for the 
periods 1953-1955 and 1961-1964 have been com- 
pleted. The estimation procedures and methodology 
are broadly the same as those adopted for the earlier 
studies. However, the following modification is made 
for the new study. 


7 Ojha, P. D., and Bhatt, V. V., “Pattern of income distribution in 
an underdeveloped economy: A case study of India”, American Econo- 
mic Review, September 1964, and their “Reply to comments”, Ameri- 
can Economic Review, December 1965. 


In the earlier studies, the “household” was taken 
as an income recipient unit. For this purpose per 
capita expenditure brackets as given by the National 
Sample Survey (N.S.S.) were converted into per 
household expenditure brackets. This procedure, it 
is believed, may not have been analytically sound, 
as household size differs in different expenditure brac- 
kets, although the error involved is unlikely to be 
large. However, for the sake of accuracy, since the 
N.S.S. data are given in the form of per capita expen- 
diture brackets, the “individual” is taken as the 
income recipient unit for the new study of income 
distribution. 


Estimates are made for two periods; period I 
covers the years 1953/54 and 1954/55, and period 
II the years 1961/62 and 1963/64. The N.S.S. data 
are available in published form only up to 1963/64, 
and there are no data for 1962/63. Since year-to- 
year fluctuations in the N.S.S. data do not seem plau- 
sible, years have been grouped in such a way as to 
give a reliable picture. 


The trends in income distribution are broadly 
the same as those indicated in the earlier studies. 
They are:8 


(i) The urban pattern is more unequal than 
the rural pattern; the concentration ratio 
for the two periods was 0.343 and 0.319 
for the rural sector as against 0.401 and 
0.474 in the urban sector; 


(ii) There has been a reduction in income 
inequality in the rural area in period II, 
compared with period I, while urban in- 
equality seems to have increased; 


(iii) As a result, the over-all income distribu- 
tion was more unequal in period II than 
in period I; the concentration ratio for 
personal income increased slightly from 
0.376 to 0.385. The pattern of change 
with regard to disposable income was 
similar; 


(iv) The share of the top decile in personal 
income rose from 35 per cent in period I 
to 40 per cent in period II; however, its 
share in disposable income rose from 34 
per cent to over 35 per cent, which 
probably demonstrates the effectiveness of 
tax measures in reducing inequality to 
some extent; 


8 Ojha, P. D., and Bhatt, V. V., “Pattern of income distribution in 
India: 1953-1955 to 1961-1964”, paper presented at the Seminar on 
Income Distribution organized by the Indian Statistical Institute, New 
Delhi, February 1971. 
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(v) The share of the bottom 10 per cent in 
personal income declined in period II, 
compared with period I, but its share in 
disposable income and consumption re- 
mained the same in both periods. 


(e) Other studies 


Using the same methodology and data sources 
adopted in these earlier studies, with certain adjust- 
ments, the ECAFE secretariat in 1971 made another 
estimate of the pattern of income distribution in the 
Indian economy. The study covers the years 1953/54, 
1956/57, 1957/58 and 1961/62; for 1953/54 and 
1961/62 the estimates are based on “individual” reci- 
pient units, and in the case of 1953/54 and 1957/58 
on “household” recipient units also. 


The adjustments made by the ECAFE secretariat 
relate, in the main, to saving and dis-saving in cer- 
tain income categories and to the allocation of the 
amount of tax evaded. Any hypothesis in regard to 
saving allocation must to some extent be arbitrary, 
and, in the absence of definite evidence, the choice 
among hypotheses must be governed by their relative 
plausibility. Zero savings are assumed below a cer- 
tain income level in all years, as are negative savings 
as a fixed proportion of total savings. Two assump- 
tions are made with regard to adjustments in personal 
income: (i) evaded tax payments are fully reflected 
in consumption and/or saving, and (ii) they are not 
reflected at all. In the first case no adjustment is 
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called for. In the second case, consumption in each 
decile is adjusted by deducting “excess” consumption, 
and, thereafter, the amount of tax evasion is added 
to the disposable income of the tax-paying classes. 


The two alternative assumptions with regard to 
distribution of savings and evaded tax payments are 
combined so that the estimates of income distribu- 
tion and measures of inequality have a maximum 
and a minimum value. It is believed that, in view 
of the conjectural nature of the assumptions, the 
procedure of presenting the estimates in the form of 
a range is more plausible than the alternative of 
presenting a single estimate. 


The results of this work and of the earlier studies 
are presented in the accompanying tables. Tables 
i352, We an 1h aiver duntiion of personal 
income and tables 1-3-5 and I-3-6 distribution of dis- 
posable income. 


In view of the adjustments made in the alloca- 
tion of saving and evaded income tax to various 
income brackets, the results of the ECAFE study of 
India are not strictly comparable with income distri- 
butions studies prepared by other countries. More- 
over, the ECAFE study shows the income distribu- 
tion pattern to be more unequal when the household 
is taken as the unit than when the individual is the 
unit, which contradicts the experience of other coun- 
tries for which results based on both household and 
individual units are available. In fact, the results 


INDIA: PATTERN OF PERSONAL INCOME DISTRIBUTION 


AMONG HOUSEHOLDS AND INDIVIDUALS 


(in percentages) 


Table I-3-2. 
Households 
lecins Raa 1953/54 to 1956/57 

Rural Urban All 

sector sector India 
Ist decile 4 3 3 
2nd decile 5 4 5 
3rd decile 6 6 6 
4th decile Hi 6 6 
5th decile 8 6 8 
6th decile 9 8 8 
7th decile 9 8 9 
Sthidecile: msc. 5- s. 13 10 13 
Sth decile, We ee. fe 14 12 14 
10thidecile 45 2 oe 25 37 28 
‘Totaly o « 2 2 = 100 100 100 


Individuals Individuals 
1953/54 and 1954/55 1961/62 and 1963/64 
on a ee a) | ae 
sector sector India sector sector India 
4 2 3 3 2 2 
4 3 : + : 3 
5 1 5 6 : 4 
5 5 5 7 5 5 
8 6 6 8 6 6 
8 7 8 9° 6 7 
10 7 9 9 7 8 
ul 1 u ll 9 ll 
15 16 14 18 12 14 
30 39 35 25 45 40 
100 100 100 100 100 100 


Sources: See sources to table I-3-4. 
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Table 1-3-3, TnptA; PATTERN OF PERSONAL INCOME DISTRIBUTION AMONG INDIVIDUALS 


(in percentages) 


1953/5¢8 : 1953/54> 1961/62" 1961/62> 

ne Borel, debe | ARM Raeak Uebel: i Rina UMON Vie Ren Rane 
lst decile te Came so Fe 4 3 3 4 2 3 4 3 3 4 2 3 
gnaueciet! fe 4 3 4 4 3 4 x x 4 5 3 4 
Srd decile . . 6 4 5 5 4 5 6 4 5 6 4 5 
4th decile 6 5 6 6 5 6 7 5 6 6 4 6 
Sth decile 1. 1 a 7 6 Y | 7 6 7 7 6 7 7 5 6 
6th decile 9 ? 8 8 6 8 9 6 8 9 5 8 
Trh decile oh diay | Gant. 10 9 10 10 8 9 10 6 9 10 5 9 
&th decile yee 12 10 12 12 9 ll ll 14 ll ll ll ll 
Oth decile . fone ey Se « 15 19 16 16 18 16 15 18 17 15 21 16 
Wk decile =” Sk 27 34 29 24 39 31 26 35. 30 27 40 32 
Tete ai oe RON en else OG 100 100 100 100 100 100 100 100 100 100 100. 


Sowrees: See sources to table 1-3-4, 
* Estimates combine the assumption of zero savings below a certain income level with the assumption that evaded tax payments are 
fully reflected in consumption and/or savings. 
© Estimates combine the assumption of negative savings below a certain income level with the assumption that evaded tax payments 
are not reflected at all in consumption and/or savings, . 


Table 1-8-4. InpIA: PATTERN OF PERSONAL INCOME DISTRIBUTION AMONG HOUSEHOLDS 


(in percentages) 


1953/ 548 953/540 1957/58" 1957/58> 

Tacome group Roel. Uvdea) aR Rut Unies; cd” Remi) Uiles | 04a.) Rand) Owes. Lami 
(Szar. me sector sector India sector sector India sector sector India Sector sector India 
Ist decile 2 2 2 2 2 2 2 2 2 2 Z 2 
dad decile . 5k kl ts 3 3 3 3 3 - 3 3 =) S] 2 3 
ard decile + 4 4 4 3 4 4 4 4 5 3 4 
ath decile 5 4. 6 5 5 6 4 5 6 4 5 6 4 5 
Sth decile ? 5 6 6 5 6 7 5 6 7 5 6 
Gh decle ey Sire a, 8 7 8 8 6 7 8 iz 8 8 6 7 
rh decile . . 9 8 9 9 8 9 10 8 9 9 7 9 
Sth decile . .. 12 10 12 12 10 Nl 12 10 12 12 Go ge 
Oh dele 5 6 4 5 16 96 OW ets aa re ee as te, Steer ite eee 
leh dee SR Se 40 35 34 46 37 32 39 34 32 50 37 
Tosh . . 6. 4 ke 200) 100s 200 200s 00S s:100s«s100-—'—s«sd00-'—s«id200”—'—=‘i)S 00 ~S—s«100 


Sowreess 1, Ojha, P, D. and Bhatt, V. V. “Pattern of income distribution in India: 1953-54 to 1956-57”, Reserve Bank of India Bulletin, 
September 1963, 
2. Ojha, P. D, and Bhatt, V. V., “Pattern of income distribution in India: 1953-55 to 1961-64”, paper presented at the Seminar 
en Income Distribution organized by the Indian Statistical Institute, New Delhi, February 1971. 
3, BCAFE, “Distribution of income and wealth in India”, document EGPT.8/ID/4 (mimeographed), 1971. 
* Estimates combine the assumption of zero sayings below a certain income ‘level with the assumption that evaded tax payments are 
fully reflected in consumption and/or savings. 
® Estimates combine the assumption of negative savings below a certain income level with the assumption that evaded tax payments 
ave not reflected at all in consumption and/or savings. 
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of the earlier Indian study conform to experience 
elsewhere; when the household is taken as the unit, 
the income distribution pattern which emerges is 
less unequal than the pattern based on the indivi- 
dual as unit. The concentration ratio works out 
higher for the latter in countries for which both sets 
of data are available. 


Even though the ECAFE results are not strictly 
comparable with those derived from national data 
alone, the over-all concentration ratio does not differ 
greatly from that worked out in the earlier studies on 
income distribution in India. The broad trends re- 
vealed are similar in both studies.° 


No data on income distribution for periods later 
than 1963/64 are available. It is quite possible that 
both the direction and the magnitude of the trends 
have changed since then, but, in the absence of any 
reliable data, no conclusions can be reached. 


(f) Trends in rural income distribution 


Income distribution in the rural sector, particu- 
larly in the farm sector, is closely linked with the 
distribution of land ownership. Data on land owner- 
ship in India are available for 1953/54 and 1960/61,1° 
but in view of the fact that different concepts and 
definitions of “operational holdings” were adopted 
in the two N.S.S. Surveys concerned, the results are 
not strictly comparable. The 1960/61 Survey reveal- 
ed that farmers with 30 acres or more of holdings 
had about 3.4 per cent of total operational holdings 
and 25 per cent of the total area. Those with less 
than 10 acres had 82 per cent of total operational 
holdings and 39 per cent of total area. No data are 
available to indicate changes in the pattern of land 
ownership in recent years. 


What is relevant from the point of view of 
income-yielding potential is the value of land, rather 
than its size (acreage). Accordingly, it is quite 
possible that, although wealth holding may be un- 
equally distributed, income may be more equally dis- 
tributed. In fact, income is more equally distributed 
in the rural sector than in the urban sector. There 


® In another study, the Lorenz ratios for the years 1949/50, 1952/53, 
1953/54 and 1956/57 are, respectively, 0.33, 0.30, 0.28, 0.29. . See 
Mukherjee, M., National Income of India: Trends and Structure, 
Statistical Publishing Society, Calcutta, 1969; p. 324. These ratios, as 
well as those of Ojha and Bhatt, indicate that income distribution in 
India is not more unequal than that of some developed countries. 


10 Government of India, Cabinet Secretariat, The National Sample 
Survey: (i) (a) 8th round (July 1954—April 1955), Nos. 30 and 36, 
Report on Land Holdings; (b) (Operational Holdings in Rural India) ; 
(c) (Some Aspects of Ownership Holdings); (ii) 17th round (Septem- 
ber 1961-July 1962), No. 144, Tables with notes on some aspects of 
landholdings in rural areas; (iti) 16th round (July 1960-June 1961), 
113, Tables with notes on agricultural holdings in rural India. 
See also Tarlok Singh, “Planning technological change in Indian agri- 
culture”, International Social Science Journal, Vol. XXI, No. 2, 1969, 
pp. 265-271. 


are reasons to believe that, owing to the various tech- 
nological changes which have taken place, particularly 
since 1965, in: the farm sector, the distribution of 
income may have become somewhat more unequal in 
recent years.!! 


(g) Reducing the inequality of income 
distribution 


Since planning began in India in 1950, the re- 
duction of inequalities in income and wealth has been 
one of the main planks of economic policy. ‘he 
Constitution of India has specifically. mentioned the 
role the State has to play in this respect. The ope>- 
ing years of the first five-year plan were year. of 
adjustment to immediate post-partition conditions and 
the impact of the war in Korea. From 1954/55 to 
1964/65, the economy experienced fairly steady 
growth. Measured by income, real. national income 
grew at an annual compound rate of about 4 per 
cent; since population rose by something between 2.2 
and 2.4 per cent, the increase in per capiia income 
was modest—less than Z per cent a year. The 
domestic saving-income ratio rose from 8 per cent 
(1954/55) to 12 per cent (1963/64). For a variety 
of reasons the economy suffered a series of setbacks 
in 1962/63 and 1965, in addition to drought setbacks 
in 1965/66 and 1966/67. The per capita income 
level in 1965 was about the same as that in 1960/61. 
The income growth rate decelerated after 1962/63. 
Since 1968/69 recovery has set in, and the fourth five- 
year plan is being implemented with effect from 1 
April 1969. Agricultural and industrial growth rates 
have accelerated. 


The considerable qualitative changes which have 
occurred in the economy in the last two decades are 
not adequately reflected in any of these growth statis- 
tics and they merit discussion in some detail. The 
State has been playing an effective role in the develop- 
ment process. Under the Constitution, compulsory 
primary education is to be introduced within a given 
period. Some States have been providing free educa- 
tion up to the secondary stage. Health facilities, too, 
are being expanded. The Government introduced 
land reforms with “ceilings” on land holdings in 
early 1950 and recognizes the need to strengthen 
these measures. Various other measures have been 
introduced in recent years to reduce concentration of 


11 The impact of the “green revolution” on income distribution has 
not yet been fully analysed, but some studies have. been attempted. 
It is believed that this phenomenon may initially tend to increase in- 
come inequality, but, subsequently, through increased employment 
opportunities. created by the multiple-cropping pattern, distribution 
may tend to become more equal. See, on this subject, Abel, Martin E., 
‘Differential rates of growth in rural incomes resulting from specific 
government policies like the new agricultural strategy”, paper present- 
ed at a Seminar on Income Distribution in India, New Delhi, 1971; 
and Vyas, V. S., and others, Significance of the New Strategy of Agri- 
cultura] Development for Small Farmers, Agro-Economic Research 
Centre, Sardar Patel University, Vallabh Vidyanagar, 1969, 
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wealth and economic power, among them the Mono- 
polies and Restrictive Trade Practices Act and the 
Monopolies and Restrictive Trade Practices Commis: 
sion. Specific programmes to benefit small farmers, 
the educated unemployed, and farmers with dry land 
have been introduced’? Most commercial banking 
is nationalized, and efforts are being made to increase 
the accessibility of banking services to the public, 
Credit facilities and banking services are being ex 
tended to hitherto neglected sectors, and measures 
have been adopted to mobilize savings, particularly 
small savings in the rural sector, Furthermore, 
several redistributive taxes, such as wealth tax, addi- 
tional wealth tax on lands and buildings, gift tax, 
estate duty, and progressive income tax have been 
imposed. The Government has also announced its 
intention to impose a “ceiling” on urban wealth, 


All these factors tend to reduce the inequality of 
income distribution, but some of them will show visible 
results only in the long run, Among the most im 
portant factors contributing to the movement toward 
more equal distribution of personal income is the 
increase in government employment, in which disper. 
sion is smaller than in the business sector, Other 
factors include a relative decline in the importance 
of farming and an upward shift in the mean agri- 
cultural income, which brings it closer to the mean 
non-agricultural income; the latter factor, however, 
is still not significant, 


Philippines 
(a) Source of data 


For this study, extensive use was made of the 
family income and expenditure surveys conducted by 
the Bureau of Census and Statistics for 1956-1957, 
1961 and 1967; the tax burden study undertaken by 
the Joint Legislative-Executive Tax Commission in 
1960, and various individual research findings. 


(5) Distribution of families by income group 


The pattern of family income distribution show- 
ed an extreme imbalance throughout the period con- 
sidered. The bulk of the nation’s income is concen- 
trated in the hands of the high-income groups. 


The first finding was that the average level of 
family income is very low. In 1956, the average 
income per household was 1,471 pesos; by 1965, a 
decade later, it had gone up to 2,541 pesos. When 
corrected for price increases during the period, the 
average income of 2,541 pesos in 1965 was equivalent 
to 1,847 pesos’ worth of goods and services in 1956. 


12 See Fourth Five-Year Plan, 1969-1974, Government of India, 
New Delhi. 


Extreme disparity in the distribution of income 
was most evident at the household level, The pro- 
portion of total income received by roughly three 
fourths of the country’s families is only between one- 
third and fourtenths, Significantly, about one-fifth 
of all families earned less than 500 pesos a year, On 
the other hand, the top 10 per cent of income-earners 
received about 40 per cent of the country’s total 
income during the period 1956 to 1965, although 
there were slight variations in the specific percentage, 
No less significant is the finding that the top 5 per 
cent of family income recipients in the country con- 
sistently accounted for about 27 per cent of total 
income during the same period. For the same period, 
the bottom 20 per cent of income-earners continued 
to receive less than 5 per cent of total income and 
the bottom tenth less than 2 per cent, 


The proportion of families with incomes under 
1,000 pesos was reduced by almost one-half from 44.8 
per cent in 1956 te 20.3 per cent in 1965. On the 
other hand, the proportion of families receiving at 
least 3,000 pesos more than doubled, rising from 
0.6 per cent to 23.0 per cent in 1965. The relative 
share of the 1,000.2,009 pesos group increased from 
35.6 per cent to 47.7 per cent, largely through the 
transfer to it of families from the under1,000 pesos 
group. 


Over the period, the general trend reflects a 
gradual diminution in the number of families at the 
lower end of the income distribution and a corres 
ponding increase in the number of families in the 
upper tail, The proportion of families at the lower 
end declined by about 3.7 per cent during the period, 
while the proportion at the upper end rese by 12.9 
per cent, This general trend was observed in both 
rural and urban areas, 


During the 1956-1965 period, slight gains were 
achieved by the upper half of the ranked groups in 


then sharing only sbout 17 per cent of total family 
income, and, from 1956 to 1965, there was a gradual 
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for the top 40 per cent of income-earners but worse 
for the low income groups than in 1956. 


(ce) Rural-urban disparities 


In 1965 there were about as many families re- 
ceiving incomes under 1,000 pesos as there were 
families with incomes of at least 3,000 pesos. When 
families are grouped into rural and urban categories, 
however, the disparity in distribution between the low 
and high income groups becomes more apparent. In 
the rural sector, 36.4 per cent of families fell within 
the lower income group and only 14.5 per cent within 
the upper group. The opposite situation prevailed in 
urban areas, where only 22.4 per cent of families 
received under 1,000 pesos, while 43.1 per cent earn- 
ed at least 3,000 pesos. It is interesting to note that, 
in 1965, almost one-half of rural families were in 
the middle-income group (1,000-2,999 pesos), while 
only about one-third of urban families fell within 
this income bracket. 


During the period from 1956 to 1965, the growth 
in average income in rural areas of the country was 
generally accompanied by a gradual narrowing of 
income disparity. In urban areas, on the other 
hand, the growth of average income went hand-in- 
hand with a widening of the gap between low and 
high income groups. Thus, the over-all effect on 
families of the observed “changes” in income distri- 
bution was in the nature of an upward shift of 
average income, rather than an “equalization” of 
income distribution among all families in the country. 
For this reason there still existed in 1965 a wide 
disparity in income distribution between rural and 
urban families, as well as between low and high 
income groups. The same general trend is confirmed 
by comparing the income share of families, arranged 
by ordinal groups from the highest to the lowest 
income recipients, for the period 1956-1965, 


Table J-3-7. Puivippines: FAMILY INCOME 
DISTRIBUTION BY ORDINAL GROUP, 1956, 1961 ann 1965 


Percentage of total income 
Family income recipients 


1956 1961 1965 
Top S percent « «% © « 27.0 269 27.6 
Toptenios he. AS 39.3 40.7 40.0 
7 oe 15.6 15.5 15.4 
St MOOR ork, og 112 10.7 11.5 
Se 48 se eee 8.3 84 4.9 
Sia tent OOS. 7A 6.8 6.9 
pte tena: WSS ...8t 5) tee 58 51 5.6 
aS emis | eee < 4.2 4A 50 
Oh Grats a Se 4 38 41 29 
Oy tone MG ig 246 2.6 27 
Bottomtenth, . . . . 2A «- 20 12 


Source: ECAFE, “Distribution of Income and Wealth in the 
Foo ae oh document EGPT.8/1D/5 (mimeographed), 


(d) The concentration ratios 


The aggregate concentration ratios for family 
income distributions in the Philippines for the three 
selected years and for rural and urban families 
separately are shown below: 


pes ne 


Concentration ratlog 


19% 1901 1905 


Philippines , » 4» » 5 0,492 0,515 0,516 
Ric ea es 3 0,597 0A09 0A29 
Ween, 5. sa He ee 0,524 0,532 


The increase in the value of the concentration ratio 
from 0.492 in 1956 to 0,516 in 1965 is further proof 
of the fact that the distribution of family income in 
the country became more unequal over that period, 
The sharp rise in the value of the ratio for both urban 
and rural families confirms earlier findings that thie 
behaviour of income inequality over time is common 
to all areas of the country and that income inequali- 
ty is consistently more pronounced in urban areas. 


Significantly, the rate of departure from equali- 
ty wae relatively faster for urban families during the 
period from 1956 to 1961 than in the period from 
1961 to 1965. On the other hand, the rate of de- 
parture from equality for rural families wae faster 
over the period from 1961 to 1965 than for the earlier 
period. 


(¢) Regional disparities 


There is disparity in the income of the urban 
and rural populations. The average income of fami- 
lies in rural areas wae barely half of that of their 
urban counterparts. Income inequalities also exist 
between regions. For all the survey years (1956, 
1961 and 1965), families in the metropolitan Manila 
area reported the highest average incomes, The “re- 
diation” effect of industrialization and development 
was apparent in the observed trend towards decreas- 
ing incomes as distance from the centres of develop- 
ment increased, 


(f{) Causes of income inequality 


Income inequality in the Philippines is caused, 
basically, by two factors. The first is the under- 
developed character of the economy, as manifested by 
low aggregate productivity and the high rate of popu- 
lation growth (3.1 per cent), which accentuates the 
ubiquitous poverty. The second factor is really a 
composite of such institutional features as concen- 
trated private property ownership and powerful family 
corporations. Data on distribution of wealth and 
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land holdings are not available, but income from 
property is known to account for a significant portion 
of the national income. During the period from 
1946 to 1970, income from property accounted for 
some 10 to 13 per cent of national income, the per- 
centage rising steadily throughout those years. The 
national Constitution considers private property as 
inviolable as life and liberty. Thus, the revenue that 
the country collects from inheritance taxes represents 
only 2.6 per ceut of all direct tax revenue and has 
had hardly any redistributive effect. Family cor- 
porations, a prime source of income inequality in the 
Philippines, are deeply rooted in the country’s social 
mores; indeed, close family ties are a basic feature 
of the social system. In the rural sector, according 
to the 1960 Agricultural Census, about 865,000 
farms, representing 40 per cent of the total, were 
operated by tenants, and 86.2 per cent of all tenant- 
operated farms were operated by share-croppers. 


(g) Government policies with respect to 
income distribution 


The economic growth rate of the Philippines 
stabilized during the last half of the 1950s at 5.0 per 
cent and rose to 5.6 per cent in 1960-1965 and 7.0 
per cent in 1965-1970. Over the last 25 years, gross 
domestic capital formation has averaged about 17 per 
cent annually. The widening in the wealth and in- 
come gap among the country’s households has not, 
it is believed, led to greater investment, if the great 
number of investment incentives being offered is any 
indication. 


In an economy such as that of the Philippines, 
planning objectives are pursued through fiscal and 
monetary instruments. The country’s fiscal system, 
though fairly successful in raising revenue, has failed 
to bring about a more equal distribution of wealth 
and income, as the figures below indicate: 


Distribution of income in the Philippines 
before and after taxes, 1960 


Cumulative percentage of income 


umulative 
(ey lative percentage Vion penn 


of households Before 
faxes lll sources Direct Indirect 
Lower 20 per cent . 4.2 4.6 4.9 3.9 
Lower 50 per cent . 17.3 17.9 18.2 16.7 
Lower 90 per cent . 57.8 59.7 60.2 Died 
Upper 10 per cent . B22. 40.3 39.8 42.8 


Source: Joint Legislative-Executive Tax Commission, The Study 
on Tax Burden by Income Class, 1961. 


There is evidence that, in the decades considered, 
the Government experienced heavy budgetary deficits, 


which led to monetary expansion (and pressure on 
the balance of payments) and consequently created an 
inflationary situation, with adverse effects on distri- 
bution of income. The degree to which this infla- 
tionary pressure was planned is not known. 


As in other developing countries, the increase in 
government expenditure on education, health, housing 
and social welfare has not kept pace with rapidly 
growing needs. Education, too, has been a basic con- 
tributor to income inequality because of the unequal 
opportunities for full and good education; this situa- 
tion is aggravated by a high drop-out rate in public 
elementary schools. About one-fourth of the 1957 
labour force, for example, was reported to be illiterate. 
The net effect is limited educational opportunities and, 
hence, decreased earning capabilities, for a large 
segment of the population. 


Thailand 
(a) Sources of data and methodology 


Data on Thai income and wealth are scarce and, 
where available, fragmentary. The main sources of 
information on family income and consumption are 
the Household Expenditure Surveys, published by the 
National Statistical Office. Three surveys have been 
conducted, in 1958, 1962/63 and 1970. The 1958 
Survey covers only municipal area households in 
Bangkok and some provincial towns selected to repre- 
sent their regions. The 1962/63 Survey had a wider 
coverage, since non-municipal as well as municipal 
areas were sampled. The results of the 1970 Survey 
have not yet been published, but some preliminary 
data were obtained from the National Statistical 
Office for use in this chapter. 


Information on the distribution of income and 
on land ownership among farmers can be obtained 
from reports on farm management surveys conducted 
by such governraent agencies as the Division of Agri- 
cultural Economics. of the Ministry of Agriculture, 
the Department of Land Development of Kasetsart 
University, and the Department of Land Co-opera- 
tives. 


National income accounts data used in this study 
are the latest estimates by the National Economic 
Development Board, which were unpublished at the 
time of writing but were made available for the use 
of ECAFE. Regional income data are only available 
for the North and North-East regions. 


The definition of income used in the analysis is 
that applied by the National Statistical Office in its 
Surveys. Family income is defined as the total re- 
ceipts of the household during one year, or, in some 
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instances, one month. Receipts are deemed to include 
compensation for work effort, receipts for the use of 
property, gifts and transfers. The definition of in- 
dividual income in the Revenue Code includes receipts 
in kind and in cash but excludes pensions, gifts and 
transfers. 


(d) 


Both “family” and “individual” units of income 
recipient are used in this paper, depending on the 
source of data. In the Household Expenditure Sur- 
vey, the family unit is defined as a group of two or 
more persons residing in the same living unit and 
spending from a common household budget. 


Unit of study 


There is one problem in connexion with the size 
of the family unit. Family size appears to be posi- 
tively correlated with income among both urban and 
rural families. Ideally, family income should be 
adjusted within each income class to take account of 
the influence of family size on income. The survey 
data, however, have no usable information on family 
size. It has accordingly had to be assumed that the 
relative size of families within a given set of data, 
e.g. urban or rural, did not change significantly 
during the period of observation; in other words, the 
data used are unadjusted for family size. In making 


inter-group comparisons, such as between urban and 
rural groups, it will have to be borne in mind that 
the relationship between income and family size may 
differ so significantly within specific groups as to 
affect any conclusion drawn. 


Of the three sets of Survey data available, the 
data for the latter two periods, although not as 
uniform as might be desired, are at least comparable, 
whereas the range of the 1958 Survey is such as to 
make it quite unsuitable for the purposes of this 
chapter; accordingly, only the 1962/63 and 1970 
Survey results have been used, on the understanding 
that they provide a broad indication of the pattern 
of income distribution, rather than any precise mea- 
sure of it. The income shares of different income 
groups in urban and rural areas are shown in table 
I-3-8. 

(c) Pattern of income distribution: 
urban families 


It appears that the size distribution of income 
of urban families shows a trend towards .greater 
equality. The concentration ratio decreased from 
44.78 to 36.64. The income share of the bottom 20 
per cent of families increased from 3.5 to 6.5 per 
cent of total income. Other classes in the middle 


Table I-3-8. TuHaiLaAND: PATTERN OF PERSONAL INCOME DISTRIBUTION 


(WITH HOUSEHOLD AS INCOME RECIPIENT UNIT) 


1962/63 1970 
heii lated Rural® Urban® Rural> Urban> Rural® Urban® 

Ist decile 3.0 1.5 2.5, 2.0 2.5 2. 
2nd decile 3.0 2.0 30) 25 3.0, 4.0 
3rd decile 3.5 45 hp) 45 3.5 5.0 
4th decile Opp) 5.0 4.5 6.5 5.0 535 
Dthudecileme env Wiha a. he 6.0 6.5 5.5 7.0 6.5 6.5 
Gthudecile irks meh iatet free Hic TD) 6.5 8.5 75 8.5 
7th decile 9.0 9.5 9.0 11.0 9.5 10.0 
8th decile 11.5 13.0 BUS; 15.0 11.5 12.5 
9th decile 17.0 15.5, 18.0 18.0 16.5 16.0 
10th decile. 34.0 35.0 35.5 25.0 34.5 29.5 
All groups . 100.0 100.0 100.0 100.0 100.0 100.0 
Bottom 20 per cent 6.0 3.5 6.0 45 BYP) 6.5 
Bottom 40 per cent 15.0 13.0 14.0 15.5 14.0 - 17.0 
Bottom 60 per cent 28.5 27.0 26.0 31.0 28.0 32.0 
Top 20 percent 51.0 50.5 53.5 43.0 51.0 45.0 
Top 10 per cent 34.0 35.0 35.5 25.0 34.5 29.0 
Top 5 per cent 22.0 23.0 22.5 125 22.0 16.0 


me a FR i ae I I oh a el 
Source: ECAFE, “Distribution of Income and Wealth in Thailand”, document EGPT.8/ID/6 (mimeo- 


graphed), 1971. 
® Unadjusted. 


> Adjusted for size differences between rural and urban households. 
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range also gained, but the percentage gains are 
smaller. Only the top two or three classes show a 
reduction in their percentage income share, the rich- 
est families, in particular, having their income share 
decline from 35 to 29 per cent of the total income of 
the society. 


(d) Distribution of income: rural families 


There appears to have been little change in the 
pattern of income distribution among the rural popu- 
lation. The share of the lower income brack_ts 
declined, as did that of the top income brackets, the 
gainers being the middle-income families (table 
I-3-8). The concentration ratio works out at 0.44 
for ,both 1970 and 1962/63. The concentration 
ratio for 1962/63 is slightly. lower than that for the 
urban area (0.45) in the same year. This broadly 
conforms to other findings, which indicate that dis- 
tribution is more unequal in urban than in rural 
areas. 


The cause of the relatively stable pattern of 
income distribution among rural families may be that 
the occupational structure of the rural economy has 
changed much less than that of the urban economy. 
Agricultural diversification and double-cropping prac- 
tices may account for the increasing income share of 
the middle-income rural families. Observations as 
yet untested suggest that farmers in the middle- 
income groups are generally more willing to accept 
new technology and more responsive to market forces 
than other groups. 


(e) Rural-urban differentials 


The following figures show the mean income of 
urban and rural families: 


Mean income of Mean income of _ Ratio of rural/urban 


Year 


rural families urban families incomes 
1962/63 4,820 baht 11,341 baht 42.50 per cent 
1970 8,806 baht 21,608 baht 40.77 per cent 


The figures show that the urban-rural income differ- 
ential is getting wider; the income of rural families 
has decreased from 42.50 per cent to 40.77 per cent 
of the average income of urban families. 


A full comparison, however, demands some ad- 
justments to the average income of the various income 
classes in order to eliminate the influence of family 
size. It seemed appropriate to assume for purposes 
of comparison that the size of the family in any 
income bracket of the rural population is the same as 


that occurring in the urban population, and the data 
for rural family income were adjusted accordingly. 
Only the information on family size from the 1962/63 
Survey results was used, as the 1970 Survey results 
are not yet available; the result is “adjusted distri- 
bution” in table 1-3-8. 


The resulting comparison shows that the average 
family income of the rural population is less than 
half of that of the urban population. The distribu- 
tions also show a higher degree of inequality among 
rural families. The lowest income brackets in rural 
areas appear, however, to have a slightly larger share 
of income than do the urban poor, but, in the middle- 
income classes, rural families seem to have smaller 
shares than urban families. 


(f) Distribution of wealth: rural areas 


One of the most important forms of wealth in 
rural areas is agricultural land. In the 1963 Census 
of Agriculture the National Statistical Office makes a 
distinction between land holding and ownership. The 
term “holding” refers to all parcels of land utilized in 
farm operations under the management of a single 
holder or farm operator, regardless of occupation 
right. A “holding” is therefore a “farm”, and the 
size of the holding is the size of the farming unit. 
The term “land owned” refers to any land in the 
holding that legally belongs to the farm operator and 
is being cultivated by him. Holdings therefore in- 
clude both land owned and land rented. 


Data are available on the distribution of holdings 
and on the distribution of land owned by size of 
holding. The bottom 10 per cent of farms by size 
account for only 1 per cent of the total land area, 
while the top 10 per cent hold 34 per cent of all land. 
The bottom 60 per cent hold 25 per cent, and the 
top 5 per cent 21 per cent of all land. Concentra- 
tion ratios work out to 0.48 for land holdings and 
0.46 for land owned. There is therefore a higher 
degree of concentration in the distribution of land 
holdings than in land owned. 


(g) Income distribution and land ownership: 
rice farmers 


There appears to be somewhat less concentration 
of income among rice farmers than in the rural sec- 
tor as a whole, owing apparently to greater crop 
diversification on smaller farms. The high degree 
of inequality of family income within the rural sec- 
tor may be largely accounted for by variations in 
the crops and livestock produced by farmers of differ- 
ent regions; among growers of the same crop a more 
uniform economic status might be expected. 
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Information on the distribution of land owner- 
ship in 1965, by size of holding, among rice farmers 
in eleven provinces in the central plain shows that 
the top 20 per cent had 34 per cent of all the land 
concerned, while the bottom 60 per cent had 40 per 
cent. The concentration ratio worked out at 0.27.13 


Concentration of land ownership is relatively 
low; an interesting point is that it is less than the 
distribution of family farm income. This fact sug- 
gests that the size of holding is not a decisive factor 
in determining the size of income from farming. 
Such factors as soil fertility, the use of fertilizers and 
cultivation methods may be equally important. 


(h) Over-all concentration ratio 


In the ECAFE study the over-all concentration 
ratio could not be calculated. Another source!‘ offers 
a figure of 0.50, which is higher than that for either 
Ceylon or India. Income distribution after tax is 
not given, and distributions of income by sex, educa- 
tion, age and functional categories are not available. 


(t) Factors promoting equality 


Factors operating to produce more equality are 
the rising share of income of employees (28 per cent 
in 1960 and 30 per cent in 1969) and the decreasing 
share of income from property (9.45 per cent in 1960 
and 9.22 per cent in 1969). However, since income 
from non-incorporated enterprises is substantial 
(58.36 per cent in 1969), a tendency toward inequali- 
ty may also exist. Price mark-ups may be high and 
mobility much less in such enterprises.° The rise in 
the share of corporate profits (from 1.55 per cent in 
1960 to 3.66 per cent in 1969) will have the same 
effect of raising inequality. 


There is a considerable range between the top 
skilled wage rates and the bottom unskilled wage rates 
(about five times). The relatively wide discrepancy 
between wage rates of the top occupations and the 
bottom occupations suggest that economic mobility is 
not high. However, much more detailed information 
is required before any proper evaluation of occupa- 
tional mobility can be made. 


13 The concentration ratio of land ownership of rice farmers in the 
Chainart sample was 0.31, compared with the concentration ratio of 
income of 0.35 for the same sample. 

14 Oshima, Harry T., “Income inequality and economic growth”, 
The Malayan Economic Review, October 1970, p. 13. 


15 Oshima, ibid., p. 25. 
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It has been found that geographical mobility is 
relatively high. It is believed that age, education 
and training significantly affect the geographical mobi- 
lity of workers. The younger and more educated tend 
to be more mobile. In a study by the Department 
of Labour it was found that workers with secondary 
education tended to look for jobs only in urban areas 
while those with lower education tended to prefer 
construction jobs or employment in small business 
regardless of location.16 


(j) Education and equality 


The National Education Council has reported 
that over 60 per cent of pupils drop out of school 
between the “early primary” and “advanced primary” 
levels. Thereafter, about half the number drops at 
each level until only 2.3 per cent are left at univer- 
sity level. Secondary school graduates are the main 
source of new entrants into the skilled labour force 
and subsequently occupy the middle income brackets. 
As it is, over 80 per cent of children leave school at 
primary level to enter the job market. Those with 
primary school education can hope only for relatively 
unskilled, low-paid jobs; they will therefore tend to 
stay in the same income group as their parents, and 
it is believed that 80 per cent of them do so. At 
the university level, inequality of opportunity still 
exists. It has been found that children from upper 
middle-class families have a much higher probability 
of being admitted to a university than childven from 
the poorer rural families. Failure to equalize educa- 
tional and training facilities thus tends to strengthen 
the tendency towards inequality. 


(k) Regional inequality 


There are wide differences in the per capita in- 
comes of the regions. The central region has the 
highest per capita income, more than 50 per cent 
above the national average, while the northeast has 
the lowest per capita income, at about half the na- 
tional average. Per capita income in the central and 
northern regionc is definitely moving upwards while 
that of the northeast shows a declining trend. The 
trend is towards even wider regional differences. The 
central region shows the most rapid growth in per 
capita income; the northeast is the most stagnant. 


16 Tbid.; after working in Bangkok, peasants return to the provinces 
of the northern and northeastern regions after the slack farm seasons 
are over. If there were greater mobility, workers would move to cities 
with better opportunities of industrial jobs. 
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In the northeast, 94 per cent of the labour force 
(well above the national average) is engaged in agri- 
culture, where productivity is the lowest. In the 
central region, only 76 per cent of the labour force 
is employed in agriculture (a figure below the na- 
tional average). Furthermore, the northeast has the 
smallest proportion of labour force working in the 
electricity and manufacturing sectors, which has the 
highest average output per worker. All this partly 
explains the relative poverty of some regions. 


The percentage of all government spending devot- 
ed to health and social services is declining. The 
level of government spending on public health in 
Thailand is believed to be among the lowest in the 
world, even by the standard of underdeveloped coun- 
tries. Hospitals and medical facilities are predomi- 
nantly concentrated in the urban centres and thinly 
spread over the whole country. The only progres- 
sive direct tax in Thailand is the income tax, which 
appears to be widely evaded and has, at any rate, a 
low rate of graduation and a low maximum tax rate. 


International comparisons 


In table I-3-9, concentration ratios for the agri- 
cultural and non-agricultural sectors are shown 
separately for selected countries. Broadly, these ratios 
show income to be less unequally distributed in rural 
than in urban areas, except in those countries in 
which the agricultural sector is highly capital-inten- 
sive. 


Percentage shares of decile groups in personal 
income in selected countries are shown in table I-3-10. 
The shares of the top 5 per cent and the top 10 
per cent in personal incomes seem to be similar in 
the underdeveloped countries (except Ceylon) and 
developed countries considered. In India, the share 
of top 10 per cent is lower than in any other country 
considered. Similarly, although the differences be- 
tween the shares of the bottom 20 per cent in the 
developed and underdeveloped countries (excluding 
India) are not very sharp, India has the highest 
figure for this share of any of the countries shown in 


the table. 


Table I-3-11 shows concentration ratios for both 
“individuals” and “households” for selected countries. 
When the “household” is taken as the income-receiv- 
ing unit, income distribution appears more equal 
than when the individual is taken as the unit in coun- 
tries for which both sets of data are available. 
The concentration ratio for India is lower than the 
ratios for Ceylon, Philippines, Thailand and even 
those for some of the developed countries considered. 
The disparity between the concentration ratios yielded 


by the distributions of personal income and of dis- 
posable income is much wider in developed countries 
than in such underdeveloped countries as India; this 
suggests that direct taxation has been more effective 
in reducing the degree of inequality in income distri- 
bution in the developed countries than in under- 
developed countries. 


Historical data on the income distribution pat- 
terns of selected countries are presented in table 
I-3-12. These data indicate a much greater degree 
of inequality in income distribution in the developed 
countries at an early stage of their development than 
that obtaining at present in these countries or in 
some of the underdeveloped countries. It may be 
speculated that in the early stages of economic 
development the pattern of income distribution 
probably becomes more uneven, and the trend to- 
wards greater equality establishes itself only at a stage 
of the economic development process. 


Table [-3-9. PATTERN OF INCOME DISTRIBUTION IN 
THE AGRICULTURAL AND NON-AGRICULTURAL 
SECTORS IN SELECTED COUNTRIES 


(concentration ratios ) 


Country Year Agricultural Non-agricultural 


sector sector 
India®s . . ~ 1953/54't01956/57 > 031 0.40 
1953/54 0.42-0.43 0.48-0.51 
1957/58 0.41-0.42 0.49-0.54 
Ceylon? 1952/53 0.45 0.52 
Philippines . . . 1956 0.397 0.502 
1961 0.409 0.523 
1965 0.429 0.523 
Thailand . 1962/63 0.44 0.45 
Puerto RicoS . . . 1953 0.32 0.43 
Polandiees.), aera 1929 0.35 0.50 
Italy. ve> weep eee 1948 . 0.41 0.40 
Germany (Fed. Rep.) 1928 0.19 0.35 
Netherlands . . . 1954 0.22 0.29 
Swedeny .) Pgh ane: 1959 0.36 0.39 
United States . 1950-1953 0.41 0.34 


Sources: 1. Kuznets, Simon, “Quantitative Aspects of the Eco- 
nomic Growth of Nations: VIII: Distribution of 
Income by Size”, Economic Development and Cul- 
tural Change, January 1963, Part II, table 14, 
pp. 50-53. 
2. ECAFE, “Distribution of income and wealth in 
Ceylon, India, Thailand and the Philippines”, 
documents EGPT.8/ID/2, 4, 5 and 6 (mimeo- 
graphed), 1971. 
3. Ojha, P. D., and Bhatt, V. V., op. cit. in table 4. 
* For India and the Philippines, the agricultural sector corre- 


sponds to the rural sector, and the non-agricultural sector to the 
urban sector. 


» Agricultural sector includes hunting and fishing. 
© Agricultural sector includes forestry and fishing. 
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Table I-3-10. PERCENTAGE SHARES OF DECILE GROUPS IN 
PERSONAL INCOME IN SELECTED COUNTRIES 


Share of decile groups 


Country Year Bottom Bottom Top Top Top 
20% 60% 20% 10% 5% 
dndiayee are e953) 1954 to 1956/1957" 8.0 36.0 42.0 28.0 _— 


1953/1954 and 1954/1955 7.0 31.0 49.0 35.0 _— 
1961/1962 and 1964/1965” 5.0 27.0 54.0 40.0 _ 


1953/1954>° 7.0 33.0 45.0 29.0 — 

1953 /1954e< 5.0 28.0 51.0 35.0 _ 

1957/1958" ° 5.0 28.0 51.0 34.0 _ 

1961/1962”'° 7.0 33.0 47.0 30.0 _ 

Ceylon amie es mas 1953* 5.2 27.8 53.8 40.6 _ 
1963* 4.5 27.5 52.3 36.8 _ 

Philippines. =5 5", 1956 4.7 25.6 54.9 39.3 27.0 
1961 4.6 24.7 56.2 40.7 28.9 

1965 39) 24:3 DD 40.0 27.6 

United Kingdom . 1951/1952 5.4 33.3 445 30.2 20.9 
Germany (Fed. Rep.) 1950 4.0 29.0 48.0 34.0 23.6 
Netherlands . . . 1950 4.2 29.5 49.0 35.0 24.6 
Denmarksaeci ses 1952 3.4 29.5 47.0 30.7 20.1 
Swedengo aa ile 1948 See 29.1 46.6 30.3 20.1 
United States. . . 1950 4.8 32.0 45.7 30.3 20.4 


Sources: 1. Ojha, P. H., and Bhatt, V. V., “Pattern of income distribution in India: 1953-1954 to 
1956-1957”, Reserve Bank of India Bulletin, September 1963. 


2. Ojha, P. D., and Bhatt, V. V., “Pattern of income distribution in India: 1953-1955 to 
1961-1964”, paper presented at the seminar on Income Distribution organized by the Indian 
Statistical Institute, New Delhi, February 1971. 


3. ECAFE, “Distribution of income and wealth in India”, document EGPT.8/ID/4 (mimeo- 
graphed), 1971. 


4. United Nations, National Income and Its Distribution in Underdeveloped Countries, 
Statistical Papers, Series E, No. 3, New York, 1951, p. 29. 


5. United Nations, Economic Survey of Europe in 1956 (United Nations publications, Sales 
No.: 1957.ILE.1), chapter IX, Economic Commission for Europe, table 3, p. 6. 


6. Kuznets, Simon, op. cit. in table 9, table 3, pp. 13-15. 


7. United States Department of Commerce, Income Distribution in the United States, 
Washington, 1953, table 21, p. 85. 


® Household as income recipient unit. 
» Individual as income recipient unit. 


© Estimates combine the assumption of zero savings below a certain income level with the assump- 
tion that evaded tax payments are fully reflected in consumption and/or savings. 
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Table I-3-11. 
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PATTERN. OF INCOME DISTRIBUTION 
IN SELECTED COUNTRIES 


(concentration ratios) 


Personal income 


Country Year Individual Household 
Pes, 
Developing countries 
Ceylon . 1952/53 500 -420 
1963 40 450 
China (Taiwan) . 1964 8AIb 360 
India - 1953/54 to 1954/55 376 349 
1961/62 and 1963/64 .385 
Jamaica 1958 560 530 
Philippines 1956 aes 492 
1961 ante 515 
1965 bat 516 
Thailand 1962 aps 500 
Developed couniries 
Australia 1954/55 350 
Denmark 1952 440 -370 
Japan 1963 clon 350 
Netherlands 1950 -450 390 
Norway 1950 390 
Sweden 1948 440 370 
United Kingdom . 1955 -410 3308 
United States .  . 1959 nie 370 


Sources: 1. 


Kuznets, Simon, op. cit., in tables 6 and 4, p. 18 
(for Ceylon, Norway and Australia, col.) 


Ahiram, E., “Income distribution Jamaisa, 1958”, 
Social and Economic Studies, Institute of Social 
and Economic Research, University of the West 
Indies, Jamaica, Vol. 13, No. 3, September 1964, 
table II, p. 346 (for Jamaica, cols. (2) and (3) and 
for Netherlands, Denmark and Sweden, col. (3) 
only). 


. United Nations, Economic Survey of Europe in 


1956, op. cit., chapter IX, p. 6 (for United King- 
dom, Netherlands, Denmark and Sweden, col. 


(2) ). 


- Ojha, P. D. and Bhatt, V. V., “Pattern of income 


distribution in India: 1953-54 to 1956-57”, Reserve 
Bank of India Bulletin, September 1963 (for India, 
Ceylon (1952-53) and United Kingdom (col. 3) ). 


Oshima, Harry T., “Income inequality and econo- 
mic growth: The post-war experience of Asian 
countries”, The Malayan Economic Review, Vol. 
XV, No. 2, October 1970, table 1 (for Ceylon 
(1963), Thailand, China (Taiwan), Philippines, 
Japan and the United States). 


ECAFE, “Distribution of income and wealth in 
Ceylon, India and the Philippines”, documents 
EGPT.8/ID/2, 4 and 5 (mimeographed), 1971. 


* For 1951/52. 
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Table J-3-12. CHANGES IN THE PATTERN OF INCOME 
DISTRIBUTION IN SELECTED COUNTRIES: PERCENTAGE 
SHARE OF ORDINAL GROUPS, TAX UNITS OR 
CONSUMING UNITS IN PERSONAL INCOME 


Country Year Top 5% Top 20% 
United Kingdom . . 1880 48.0 58.0 
1957 18.0 415 i 
Germany: West Germany 1913 31.0 50.0 
1959 18.0 43.0 
Denmark Go. 4 1870 36.5 “= 
1955 17.5 - 
United States 1913-1919 24.0 — 
1944-1948 17.0 - ; 
Japan om tea) oh ees 1930 10.4" above 52.0 ; 
India 1953/54 20.0 42.0 
to 
1956/57 4.9" 
1953/54 35,0-+-> 51 
1961/62 30.0--” 47 
Deylon iat . « 1953 41.0-L 54 
(18.2) 
1953 37.0+-> SV 
(12.43) 
Philippines . . . .» 1956 27.0 54.9 
1961 28.9 56.2 
1965 27.6 55.4 
Sources: 1. Kuznets, Simon, op. cit., in table I-3-9, table 16, 
pp. 60-64. 
2. Lockwood, William W., The Economic Develop- 
ment of Japan, Princeton, 1954, table 23, p. 272. 
3. Ojha, P. D., and Bhatt, V. V., “Distribution of in- 
come in the Indian economy, 1953-54 to 1956-57”, 
Reserve Bank of India Bulletin, September 1962. 
4. ECAFE, op. cit., in table I-3-11. 
Note: Figures in brackets represent share of top 1 per cent. 


* Share of top 0.2 per cent. 
> 4 Represents share of top 10 per cent. 


C. Some aspects of income distribution in 
the ECAFE region 


Measures of absolute level of poverty 


Concentration ratios do not reflect absolute levels 
of poyerty. For instance, countries such as Japan, 
the United States, and India have broadly similar 
concentratior ratios, although the per capita income 
of many developing countries of the ECAFE region is 
about one-fortieth and that of Japan one-fourth of 
the figure for the United States. The concentration 
ratios for Ceylon, the Philippines and Thailand are 
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very similar, although their per capita incomes vary: 
$160 in Ceylon, $180 in the Philippines and $130 
in Thailand,!7 


The shares of the top group in total personal 
income do not seem to vary from one country to 
another, nor does there appear to be any meaningful 
correlation between levels of per capita income and 
the shares of the top income groups. 


There are various shortcomings inherent in the 
concept of income inequality used for the purpose 
of measuring poverty. Income inequality measures 
represent, at best, only the relative position of a 
household in the aggregate income hierarchy. These 
do not reflect the absolute purchasing power or real 
welfare of a family. Relative poverty (though not 
to the same degree as in the developing countries) 
is known to exist even in affluent societies such as 
the United States. Data on income inequality thus 
cannot measure the absolute level of poverty in a 
society. 


Recently, attempts have been made to measure 
“poverty” in terms of food consumption in relation 
to some reasonable norm, with a view to identifying 
absolute levels of poverty.!® In such approaches to 
the problem it is held that, for developing countries, 
the vital question is to provide the vast majority of 
the people with the basic necessities of life. What 
is most needed, particularly in underdeveloped econo- 
mies, is a measure of absolute levels of poverty, not 
relative poverty or inequality. Much more work 
needs to be done before a meaningful policy frame- 
work for attacking this problem can emerge. 


Factors influencing income inequality 


The period for which data on income distribution 
are available for the countries of the ECAFE region 
is too short to permit any study of regional trends. 


17 The figures for per capita income are taken from Economic Bulle- 
tin for Asia and the Far East. (United Nations publication, sales No.: 
E.69.1LF.12), Vol. XX, No. 3, December 1969. 

18 Ojha, P. D., “A Configuration of Indian Poverty”, in Challenge 
of Poverty in India (ed. A. J. Fonseca), Wikas Publications, Delhi, 
1971; and in Reserve Bank of India Bulletin, January 1970. Other 
studies on the same theme include: Dandekar, V. M., and Rath, 
Nilkanth, “Poverty in India”, Economic and Political Weekly, Bom- 
bay, Vol. VI, Nos. 1 and 2, 2 and 9 January 1971; Pranab Bardhan, 
“The so-called green revolution and agricultural labourers”, Economic 
and Political Weekly, Bombay, Special Number 1970; Minhas, B. S., 
“Rural poverty, land redistribution and development”, Indian Econo- 
mic Review, Vol. V, New Series, 1 November 1970; and Vaidyana- 
than, A., “Some aspects of inequalities in living standards in rural 
India”, paper submitted to the Seminar on Income Distribution in 
India, New Delhi, 1971. In the United States, the boundary line for 
poverty ($3,U00), recently raised, is based on an ‘economy plan” 
budget for a non-farm family of four (See Annual Reports of the 
Council of Economic Advisers, January 1964 and January 1966). 
Caloric consumption needed for basal metabolism is also discussed by 
Oshinia, Harry T., Food Consumption, Nutrition and Economic Deve- 
lopment in Asian Countries, Economic Development and Cultural 
Change, July 1967. 


Furthermore, detailed information on factors produc- 
ing more or less equality are not available for these 
countries. In any event, in trying to understand the 
level of inequality or poverty in a country, it is not 
enough to investigate casuality in a manner reminis- 
cent of the methodology of classical mechanics; a 
study of the processes and mechanisms of economic 
growth is a much more rewarding source of know- 
ledge in this field. For this purpose, a detailed study 
of each couftry is required, together with one or 
more surveys covering a number of countries. Until 
such material becomes available only broad deduc- 
tions can be made concerning certain obvious fac- 
tors influencing the distribution of income. 


Theoretically, the shape of the standard distribu- 
tion should be influenced, in the main, by such fac- 
tors as genetic inheritance, family background, formal 
education and training, age, and the hierarchic struc- 
ture of organizations. However, there is one further 
environmental factor of great importance. There is 
abundant evidence to suggest that children who grow 
up in agricultural districts, especially on farms, are, 
in almost all countries, significantly handicapped in 
finding employment in non-farm industries. The 
prima facie plausibility of this finding is supported 
by the almost universal tendency for agricultural wage 
incomes to be lower than wages in non-agricultural 
employment, and by the fact that the quality and 
quantity of education in rural areas tend to be poorer 
than that in urban areas. 


A great deal of statistical material supports the 
common sense view that farm people are generally 
at a disadvantage in an urban environment. In 
practice, since the movement of population from farm 
to town is common to all countries, the deficiencies 
of a farm upbringing, from an urban point of view, 
must have had an important influence on the distribu- 
tion of earnings among urban employees.!? 


Any observed large decline in poverty must be 
attributed primarily to an increase in income from 
labour. People now tend to invest more heavily in 
the acquisition of skills and in education and training, 
the demand for which expands with economic growth. 
Those who can not afford to invest in this “human 
capital” may fall behind and stay “poor”.2° Urban 
poverty is believed to be, in a sense, an overflow of 
rural poverty. Because rural people in the low- 
income group find themselves “unemployable” in the 


197 ydall, op. cit., pp. 200-210. 


2° The vast expenditures of the United States Government on agri- 
culture have not been used to raise the level of skills of farm people. 
On the contrary, they have been used in ways that enhance the income 
of some classes and worsen income distribution among farm families. 
See Schultz, Theodore W.: “Investing in Poor People: An Economist’s 
View”, American Economic Review, May 1965, pp. 510-520. 
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urban environment as a result of their deficient educa- 
tion and training, they continue to be poor. The 
large number of “drop-outs” is also a point worth 
noting in this connexion. The reasons for “dropping- 
out” should be explored. A proper alignment of 
educational planning with development planning in 
both rural and urban areas is the only way of tackling 
such problems in a dynamic context. Total expendi- 
ture on education and training may not be sufficient 
in itself to improve productivity. A detailed pro- 
gramme in this respect may prove more effective. 


Structure of the economy 


The structure of the economy and of the popula- 
tion is an important aspect of the distributional 
problem. Incomes originating in the agricultural 
sector predominate in the developing countries of the 
ECAFE region. Moreover, the services sector includes 
many low-paid occupations, such as retailers, domes- 
tic servants shop assistants and itinerants. If growth 
signifies structural change, quantitative and qualita- 
tive, it cannot be measured in terms of changes in 
aggregative GDP measures and per capita income 
alone but demands a detailed understanding of the 
changes which occur during the period of growth and 
of the process and mechanics of growth. 


Changes in the structure of the economy inevit- 
ably affect income distribution. The initial distribu- 
tion of income, saving, wealth, education and train- 
ing, and labour force between agriculture, industry, 
and services and within industry among the modern, 
semi-modern and, “traditional” categories, will, in 
any economy, be a “given” factor based largely on 
“history”; the initial position is accordingly “inherit- 
ed” at a specific point in time. It is believed that 
there is a tendency for inequality to widen during 
the period of rapid growth from this initial position. 
For instance, large inequalities in income per head 
among various sectors tend to widen the gap between 
the incomes of the sectors in the early stages of 
growth. Relatively large increases in the output of 
low-productivity .sectors may still leave their output 
per head below the rising national average, whereas 
smaller increases in the high-productivity sectors may 
keep them well ahead of the rest of the economy. 
Similarly, an increase in the services sector’s share 
in national income need not signify improved income 
distribution. Thus, reliance soley on_ structural 
changes in the economy may not in itself promote 
more equal distribution of income. 


Growth in itself does not provide a complete 
answer to the problem of inequality. It is believed, 
however, that in circumstances in which income per 
head has been growing at a rapid rate over a long 


period, it becomes easier to institute measures which 
are effective in reducing inequalities. Accordingly, 
a period of rapid economic growth may be considered 
a necessary but not a sufficient condition for solving 
the problem of income inequality. 


Though the countries of the ECAFE region are 
pursuing a policy of raising the rate of growth and 
standard of living and are implementing growth 
policies using planning techniques with varying de- 
grees of intensity, achievements have not been sub- 
stantial. Growth rates in GDP for developing EGAFE 
countries as a group were in the range of 4 to 4.4 
per cent during 1950-1968. For a variety of reasons, 
very few countries of the region have enjoyed an 
uninterrupted period of sustained and stable economic 
growth over the past two decades. Moreover, since 
the annual population growth rate has been in the 
range of 2 to 2.5 per cent, gains in terms of GDP 
per capita have been less than 2 per cent.21_ More- 
over, qualitative changes in the economy have occur- 
red which are not adequately reflected in the growth 
statistics. In fact, “development potential”?? has in- 
creased at a faster rate than income in some coun- 
tries, thus making it possible for income to increase 
in future at higher rates than in the past. Lack of 
adequate data precludes any judgement on how the 
rates of growth, including that of “development po- 
tential”, have affected income distribution in develop- 
ing ECAFE countries. 


During the period of rapid growth combined 
with structural changes, a qualitative change occurs 
in consumer tastes and in the labour supply, which 
causes the vertical and horizontal mobility of labour 
and resources. The situation is not that, between 
two terminal years, the same persons or households 
remain represented in the upper decile or lower decile 
groups nor that the same “poor” people become 
poorer or the same “rich” become richer when in- 
equality (statistically) increases during the growth 
process. The probability is that some persons from 
the top deciles move down and some persons from 
lower deciles move up in the process. Such mobility, 
if rapid, can contribute to equality, although in prac- 
tice this may not happen for a variety of reasons. 


Mobility restrictions 


In the developing ECAFE countries, for instance, 
the self-employed group is highly represented in the 
top income bracket. Non-farm entrepreneurs, too, 


21 For details, see Part Two of this Survey. 


22 See Divatia, V. V., and Bhati, V. V.: “On Measuring the Pace of 
Development”, Banca Nazionale del Lavorno, June 1969. “Develop- 
ment potential”, based on fundamental factor inputs such as capital 
and skills, is estimated to have grown at an annual rate of 7 to 8 per 
cent in India: double the rate of growth in real national income. 
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are more than proportionately represented in the 
high-income group. Business units organized as 
proprietary small-scale concerns predominate in such 
economies. These forms of organization are believed 
to make for less mobility of labour. This is so be- 
cause the holders of positions at the top are likely 
to have been appointed largely for family or other 
personal reasons; those from the lower groups from 
getting opportunities to move to the top.?3 


Among the salary- and wage-earning group, 
mobility depends largely on education and training. It 
the low-income groups lack equal, or at least adequate 
opportunities for education and training, they may 
not be able to move up the income ladder. Equaliza- 
tion of educational and training facilities, in step 
with changing demands for particular types of skill, 
is a necessary concomitant of a policy for reducing 
the type of inequality which arises out of immobility 
based, in turn, on inadequate educational attainment. 
No detailed information on this aspect of the problem 
is available for countries of the region. 


Such fragmentary information as there is in- 
dicates that, in the wholesale and retail trades, 
finance and the professions, scale economy in opera- 
tions is insignificant in the countries of ECAFE 
region. Low-income-yielding occupations include un- 
skilled domestic servants, clerks, guards, and helpers 
in small entertainment and recreational units, occu- 
pations which are being displaced in the indus- 
trialized countries by large enterprises using labour- 
saving equipment and machinery. In the Asian 
countries, however, such services are still largely 
provided on a personal basis. 


In the developing ECAFE countries, the services 
sector also includes rich proprietors operating whole- 
sale, finance, real estate and recreational undertak- 
ings, many of whom enjoy a monopolistic and oligo- 
polistic position. The financing, transporting, ware- 
housing and packaging operations involved in the 
entrepot trade, income from tourism, shipping and 
entertainment, rents from timber-producing land, and 
fees for professional services are all sources of large 
incomes in the great cities of southeast Asia. All 
this is deeply rooted in the history of the region.”4 
In Thailand, for instance, gross profits per proprietor 
in the wholesale business are reported to be extreme- 
ly large, about 10-20 times as large as those for the 
services sector as a whole. Similarly, annual wages 
per employee in restaurants, laundries, tailor’s shops 


28 Mobility in the countries of ECAFE region is also believed to be 
limited by physical and other social causes: See Oshima, Harry T., 
in Malayan Economic Review, op. cit., pp. 24-26. 

24 See Oshima, Harry T., “Income inequality and economic growth: 
The post-war experience of Asian countries, The Malayan Economic 
Review, vol. XV, No. 2, October 1970, pp. 26-27. 


and retail trade are reported to be one-tenth of those 
in the wholesale trade.”® 


Small units and income equality 


Small units, when they predominate in an 
economy, usually pay low wages. In the Philippines, 
for instance, small industrial units (with fewer than 
ten persons engaged) paid average wages about two- 
thirds as high as those paid by the larger establish- 
ments, the corresponding figure for Singapore being 
one-half and for the Republic of Korea two-thirds. 
Wages paid in agriculture are even lower. In the 
Philippines, the fixed legal minimum wage is 6 pesos 
per day for non-agricultural work but only 4 pesos 
in agriculture. In Thailand, weekly wages for male 
agricultural workers (January-June 1954) were 
roughly 20 per cent lower than those for manual 
workers and labourers. For Ceylon, in the Colombo 
district, male workers in agriculture received wages 
30-40 per cent lower than those of the workers in 
small industries.?° 


Thus, the lower part of the family income dis- 
tribution includes families in agriculture and in non- 
agricultural small-scale units. Since these sectors 
are very large in most of the countries of the region, 
nearly all the families in the lower half or two thirds 
of the family income frequency distribution fall into 
these labour-intensive sectors.2* Thus, development 
plans and programmes aimed at raising the incomes 
of these small-scale units would tend to equalize 
income distribution. In India, for instance, under all 
the five year plans, the growth of small-scale indus- 
tries and agriculture has been assigned certain priori- 
ties, and the growth of these sectors has attracted 
greater attention in recent years. With the nationali- 
zation of commercial banking business, credit facili- 
ties and other banking services are increasingly being 
extended to these sectors.?? 


In brief, in the developing ECAFE countries, 
traditional, semi-modern and modern. establishments 
co-exist in each sector. The lowest incomes are re- 
ceived by those engaged in traditional establishments, 
in which most of the work is done by hand and in 
which there is less mobility. In the modern establish- 
ments, the operation of sophisticated machines re- 
quires highly-trained workers. The incomes of these 
workers are higher than those of semi-skilled and 


25 Ibid., p. 26. 


26 Oshima, Harry T., “The labour force ‘Explosion’ and the labour- 
intensive sector in Asian growth”, Economic Development and Cul- 
tural Change, vol. 19, No. 2, January 1971, pp. 171-173. 


27 For details, see the Fourth Five-Year Plan, Government of India, 
New Delhi, and also the annual reports on the working of the Reserve 
Bank of India and the trend and progress of banking in India for the 
years ended 30 Jun¢ 1970 and 30 June 1971. 
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untrained workers. Inequality arising out of these 
factors can be reduced only through a combination 
of changes in the organizational patterns of business 
units, the transformation of the economy, and the 
equalization of educational and training opportunities, 
This combination will, in the nature of things, be 
slow to produce results and its impact will be visible 
only in the long run, However, planners cannot 
ignore these requirements, 


Inequality and saving 


The concentration of saving in the upper income 
bracket intensifies inequality in the distribution of 
Within the low-income group, the 
saving of some families is offset by the dissaving of 
others, and thus the group as a whole has little or 
no net saving. 
city is, in any event, restricted by the size of its 
income: the income received is generally just not 
enough for purchasing basic daily requirements. Most 
saving is accordingly done by the top households, 
and it is therefore frequently argued that the effect 
of an increase in the degree of inequality is to raise 
saving. For this reason, some argue that a reduction 
in the degree of inequality, in reducing saving, will 
impair the growth process. 


personal income. 


The low-income family’s saving capa- 


—\ Evidence is available, though not in great detail, 
about saving patterns. There are instances in which 
an increase in the degree of inequality, particularly 

non-salary income-earners, has produced 
higher saving-income ratios, On the other hand, 
instances are also cited in which saving increased 
with a more equal distribution of income. It is, 
therefore, unsafe to generalize on this matter at the 
present time, given the inconclusive evidence. 


among 


The data for India show that the saving-income 
ratios for the household sector, and particularly for 
urban households, rose with an increase in inequality 
in 1955/56-1956/57 over the earlier period 1953/54- 
1954/55. Among the high-income recipients, the 
share of the non-salary-earner group increased sub- 
stantially in the second period over the first period.®® 
In recent years, because of the increase in farm 
incomes, saving in the farm sector may have in- 
creased. Ratios of net saving to disposable income 
in the urban sector were estimated to be —8.6 (low 


88 Ojha, P. D., and Bhatt, V. V., “Distribution of income in the 
Indian economy: 1953/54 to 1956/57", Reserve Bank of India Bulle- 
tin, September 1962; and “Some aspects of income distribution in 
India”, Bulletin of Oxford University Institute of Economics and 
Statistics, August 1964. 


‘Saving’ in the Indian estimates represents net saving and excludes 
durables, 


income group), 12.3 (middle) and 44.5 (top income 
group) 2% 


By 1959, Japanese farm family incomes had 
risen to equal those of non-farm families. During 
the 1920s and 1930s, however, income per farm per- 
son engaged was only about one-half of the national 
average, and, during 1926/27, about two-thirds of the 
farm families surveyed were reported to have dis- 
saving. By 1963, after land reform and the rapid 
rise in agricultural productivity, nearly all brackets 
of farm families were reported to have positive sav- 
ings. From this analysis,*° it was concluded that the 
more equal distribution of family incomes in post- 
war Japan, compared with pre-war decades, probably 
contributed to the increase in personal savings by 
eliminating dissavings in the lower income groups. 


For the Philippines, the 1961 data show that 75 
per cent of families were in the lower income brackets, 
which dissaved, and that their dissaving absorbed 94 
per cent of the gross (or positive) savings of this 
group. The Gini coefficients were calculated to be 
0.49 for 1956, 0.52 for 1961 and 0.51 for 1965. Farm 
family incomes are estimated to be only one-half of 
those of non-farm families. The previously mention- 
ed ECAFE secretariat study of the distribution of 
income in the Philippines indicated an increase ir. the 
degree of inequality from 1956 to 1961 and 1965 
and an increase in the marginal propensity to con- 
sume in the highest income bracket (10,000 pesos 
and above) from 0.397 in 1961 to 0.770 in 1965. 
Moreover, except for the highest income bracket in 
1961, the marginal propensity to consume for differ- 
ent income classes revealed no regular tendency to 
decrease as the income class rose. 


For Ceylon, the Gini coefficient works out at 0.42 
(1953) and 0.45 (1963), with the household as 
income-receiving unit. The estimated proportion of 
families in the dissaving brackets was 76 per cent; 
the amount of dissaving exceeded that of gross (or 
positive) saving of those brackets in 1963. Farm 
family incomes were estimated at two-thirds of those 
in non-agricultural sector.S! 


In a tentative study’? of the personal income 
distribution and personal savings in Pakistan in 
1963/64, it was found that rural households saved 
10.9 per cent of their gross personal income, as 


®° National Council of Applied Economic Research, Urban Income 


and Saving, New Delhi, 1962. 

8° Oshima, Harry Ty in Economic Development and Cultural 
Change, op. cit. 

81 Oshima, Harry T,, Mid., p. 174 

82 For further details and limitations of this study, see A, Bergan, 


“Personal income distribution and personal saving in Pakistan: 1963/ 
64", The Pakistan Development Review, vol. VII, pp. 160-212. 
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compared with the 7.4 per cent for urban households, 
although inequality in income distribution was higher 
in the urban than in the rural sector. It was also 
found that rural households in each income group 
saved a higher proportion of their income than com- 
parable households in urban areas and that urban 
households having a monthly income under Rs 100 
showed negative savings whereas rural households 
showed positive savings, even at this low income 
level, 


The degree of inequality was found to be lower 
in India than in some of the developed countries, 
probably because India started the process of econo- 
mic development by abolishing the big feudal and 
landed interests in the early 1950s; the big landlord 
class had been eliminated in India by 1953. The top 
urban industrial class in terms of income was not as 
large as the class of large landowners had been before 
1953.88 The “green revolution”, whose impact has 
been felt since 1965, has increased farm incomes and 
hence farmers’ saving capacity. Ceylon, India, Pakis- 
tan and the Philippines have not fully implemented 
their land reform policies, indicating that further 
gains are possible along this line. 


==> No positive conclusions can be reached on the 
subject of inequality and saving. In any event, the 
data limitations are such that the statistics can only 
be illustrative. It is conceivable, however, that less 
inequality may, in certain circumstances, not reduce 
personal saving, an important conclusion with respect 
to the effort to harmonize growth and social welfare 
directives. Since aggregate saving is always net (i.e., 
the difference between positive saving of high-income 
groups and negative or nil saving of low-income 
groups), an improvement in the saving capacity of 
large numbers in the low-income group may in the 
aggregate increase total net saving. 


Since saving is essential for investment, and 
since it occurs predominantly in the top income 
groups, it is believed that inequality is essential for 
growth. Nevertheless, Keynes (an advocate of mo- 
derate equalization) has shown that during unemploy- 
ment caused by demand deficiency, excessive thrift, 
and hence the inequality that causes it, will reduce 
the output (and thus the growth rate). The differ- 
ence between the saving-income ratios of different in- 
come groups is much smaller than was once thought. 
Moreover, saving levels are controlled by other, and 
more important, determinants than income differences. 
Important routes to saving by the less wealthy have 
become available recently — postal saving program- 
mes, building societies, life insurance, superannuation 


99 Ojha, P. D., and Bhatt, V. V., “Pattern of income distribution in 
an underdeveloped economy: A case study of India”, American Econo- 
mic Review, September 1964 and December 1965, 


schemes, provident fund contributions. Public sec- 
tor saving and investments is not the only path to 
growth in the developing ECAFE countries. 


And investment, in the traditional sense of the 
term, is not the only path to yrowth. The conven- 
tional conception of investment relates to fixed invest- 
ment and business inventory, i.¢c., changes in the 
value of the stock of physical capital goods such as 
merchandise, machinery, equipment and roads. For 
growth, investment in human capital, organizations 
and institutions is now believed to be an equally 
important factor. The traditional division of income 
into consumption and saving thus becomes less mean- 
ingful in the context of growth. Certain types of con- 
sumption expenditure, such as spending to improve 
health and medical conditions or caloric and nutri- 
tional values of food, or outlays which raise efficiency 
and productivity, may be as essential as fixed capital 
in promoting growth. Any expenditure which can be 
shown to result in a satisfactory rate of return (cost- 
benefit ratio), or which will cause income to increase 
in future by more than the discounted cost, should 
be considered relevant to growth, 


Saving propensities tend to be low in the very 
countries which have highly unequal income distribu- 
tions. Savings are affected by absolute levels of 
incomes, of course, but also, in the developing coun- 
tries, by the top income group’s high propensity to 
consume in order to maintain its accustomed standard 
of living. This group’s propensity to spend on im- 
ported luxury and semi-luxury goods, domestic ser- 
vice, travel and entertainment is reported to be high. 
The curtailment of such consumption is desirable for 
growth, Some incentives for saving are undoubtedly 
essential, and they may be financial or non-financial. 
To what extent financial incentives promote saving 
and whether non-financial reward may be equally 
important are unsettled issues. 


Government sector scving 


The most important factor, however, is the func- 
tion of the State as an employer and producer. Ser- 
vices such as education, medical and health facilities, 
and housing, which in earlier times would have been 
financed out of personal income (saving), are now 
largely financed by government expenditure. Govern- 
ment saving is likewise an important factor in financ- 
ing investment projects. 


Thus both private saving and the saving of the 
government sector are relevant to investment. When 
the volume of savings and investment is decided 
primarily by the Government, as happens under 
planned programmes of economic development, it 
ceases to be a possible side-effect of any chosen dis- 
tribution of income, 
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Reduction of inequality’and growth incentives 


When inequality in the distribution of income is 
attributable to inherited income-producing wealth, 
usually in such forms as land or real estate, a reduc- 
tion in wealth inequality is generally accepted as 
desirable since it will not directly affect incentives 
to save and invest. The reduction can be brought 
about by such measures as a ceiling o+ land and 
urban property ownership, wealth tax, estate duty and 
gifts tax, all or some of which are being tried out in 
various ECAFE countries. The redistributive effect 
of these measures will naturally become noticeable 
only gradually over the years. 


Direct taxes can easily be made progressive. 
However, in developing countries which have a sub- 
stantial proportion of small-scale producing units, 
largely unorganized, and a large proportion of in- 
come originating in agriculture (which are always 
administratively difficult to tax), great opportunities 
for evasion exist. These two sectors are often declar- 
ed to be preferred under the national economic policy, 
and concessions, including fiscal concessions, are 
given to them with a view to promoting growth and 
adjusting the income distribution. The disincentive 
effects, if any, of progressive direct taxes on saving 
are therefore likely to be small, simply because they 
are not widely collected. For the same reasons, the 
effectiveness of progressive direct taxes on personal 
income distribution is likely to be limited. Even in 
the United States, where income tax levied on indivi- 
duals accounts for nearly 10 per cent of total per- 
sonal income, the disposable personal income concen- 
tration ratio is 0.32, as against 0.35 for pre-tax in- 
come, in other words, a reduction of only three 
percentage points. Where tax collections on indivi- 
dual incomes are around 2 to 3 per cent of GNP, as 
in India, the concentration ratio works out at 0.33 
for disposable personal income, as compared with 0.34 
for personal income, i.e., a reduction of only one 
percentage point (1953/54 to 1965/66). On the 
whole, the redistributive effect of direct progressive 
taxes is limited under the present condition in the 
developing ECAFE countries. 


In the past, the industrialized countries of today 
had inequality of saving and income and experienced 
growth. The developing countries of our time need 
not, and in fact do not, follow the same growth path. 
Moreover, the “countervailing power” of political con- 
sciousness, the trade union movement and adult 
franchise followed economic development in the 
developed countries, whereas it has preceded econo- 
mic development in today’s developing countries. 
Again, the State has come to be a powerful instru- 
ment for promoting growth and investing in “human 
capital” in the developing countries, and measures to 


improve the efficiency of organizations and institu- 
tions are initiated by it. The saving of the top house- 
holds is therefore no longer the sole determinant of 
growth. In fact, it is possible that reduction in 
inequality and the resultant improvements in the 
incomes accruing to the mass of the people (those in 
the lower and middle deciles) may increase total per- 
sonal saving. Once the “basic” needs of people have 
been satisfied in the poor countries, in which great 
inequality prevails and which are the very countries 
with low saving, saving may well rise.4 Since the 
propensity to consume in the high income brackets is 
also believed to be high, a reduction in consumption 
by means of reduced inequality should be considered 
desirable for growth and not harmful, as the conven- 
tional approach argues. The greater inequality pre- 
vailing in the developing countries imposes an unduly 
low limit on growth and industrialization through 
import substitution so long as the types of industry 
contemplated cater primarily for the numerically small 
higher income groups. On the other hand, import 
substitution applied to agricultural products and the 
simple consumer goods required by poorer people has 
an almost limitless potential for achieving growth, 
employment and saving in the coming decade or so. 
“There is a danger in simple analogies; . . . what we 
need. ..is a clear perception of past trends and 
of conditions under which they occurred, as well as 
knowledge of the conditions that characterize under- 
developed countries today”.*® 


D. Conclusion 


The initial motivation for an interest in the 
study of income distribution by size is usually a vague 
sense of social justice, but such studies also have a 
strictly economic justification. The basic problem of 
the developing countries today is not merely the exis- 
tence of inequality in distribution of income per se, 
but the absolute levels of poverty of the majority of 
people. The measurement of income distribution 
demonstrates at best the position of a household in 
the economic hierarchy, not the absolute level of 
poverty of the people. 


Much of the inequality attributable to unearned 
income is hereditary. The redistribution of wealth 
is therefore desirable as a means of equalizing income 
and increasing growth. However, while fiscal and 
other measures may prove effective for this purpose, 
reliance on the Government’s tax and expenditure 


34 See Oshima, Harry T., in Economic Development and Cultural 
Change, January 1971, and in The Malayan Economic Review, op. cit., 
and Lipton, Michael, Assessing Economic Performance, Staples Press, 


London, 1968. 


35 Kuznets, Simon, “Economic growth and income inequality”, 
American Economic Review, March 1955, pp. 25-26. 
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policies alone may not produce the total desired 
redistributive impact. 


Statistical data are always a by-product of needs 
and practices. Accordingly, once the attack on 
poverty or the reduction of income inequality comes 
to occupy a high priority among national economic 
objectives, relevant data will become more readily 
available. The data available at present do not 
enable the “poor” in the developing countries of the 
ECAFE region to be identified. This task of identify- 
ing the “poor” needs to be performed for each region 
and sector of every country before effective policy 
instruments can be implemented. 


Since neither the money income of a given year 
nor the average of a number of years is an adequate 
measure of welfare, a standard has to be set in terms 
of a normal or reasonable “balanced diet” budget 
for a family defined in an appropriate way. Guide- 
lines need to be set for gradually raising income to 
a level permitting such “balanced diet” family con- 
sumption. The fact of unequal income distribution 
is not the sole disturbing factor; absence of a reason- 
able “balanced diet” for each family causes just as 
much social tension. That is, absolute as well as 
relative standards must be developed. 


Families who suffer from unemployment and/or 
low income status for such specific reasons as retire- 
ment, physical handicaps, lack of education, or ethnic 
or regional bias should be segregated for special study 
and action from others in this category. Those who 
are “unemployable” for physical or other reasons 
need separate treatment through specific welfare mea- 
sures. When the causes of poverty are clearly dis- 
cernible (inadequate and unequal educational and 
training facilities, lack of mobility, institutional and 
organizational barriers), measures to meet these de- 
ficiencies will have to be devised. The quantitative 
expansion of educational and training facilities is 
important; equally important is their quality. A 
proper alignment of educational and training pro- 
grammes with development planning is a vital need. 


) ac country of the ECAFE region has its pecu- 
liar socio-economic structure, and full national studies 
of the problem are therefore required. Political com- 
mitments, for example, are not identical: in India 
the Constitution enjoins the Government to reduce the 
concentration of income and wealth, and this is one 
of the stated priority ‘objectives of the five-year plans. 
In some other countries, specific attention is paid to 
ethnic and regional distribution skews. 


In the final analysis, a new regular sources of 
income must be provided by creating job opportuni- 
ties suited to the talents and skills of the people, and 
this demands rapid growth of the economy. Growth 


alone, however, will not be a sufficient condition in 
itself to generate employment and raise levels of 
living, although it will make the task easier and more 
manageable; other convergent measures will be need- 
ed. Educational opportunities are generally not 
equally distributed; training and experience mean 
heavy “investment” and hence may not be accessible 
to all; similarly, credit and other financial facilities 
may not be easily available. Specific measures will 
therefore be needed to break down the barriers facing 
different categories of people. 


In most countries of the region, incomes originat- 
ing in the agricultural sector are far lower than those 
in the non-agricultural sector. The modern industrial 
sector is relatively small, as are the proportion of 
the total labour force it employs and the position 
of national income originating in it. The bulk of the 
labour force is dependent on agriculture, in which 
product per head is traditionally lower than in other 
sectors. A rise in the productivity of the agricultural 
sector is accordingly essential for improving the lot 
of the people dependent on it. The “green revolu- 
tion” (the application of modern methods of farming, 
‘the use of fertilizers and pesticides, a better combina- 
tion of land and labour) will improve yield per hec- 
tare. Since, in the initial phase of the “green revolu- 
tion”, all inputs are unequally distributed (land, 
access to credit facilities, fertilizers, equipment, 
information) there may be a tendency towards greater 
inequality in the distribution of the gains from rising 
productivity. As multiple-cropping patterns develop, 
however, and as the necessary ineasures are taken to 
spread the benefits wider by disseminating informa- 
tion and ensuring the availability of credit, fertilizer 
and pesticides to all farmers, the gains will become 
more equally distributed. This may not happen 
automatically, and timely supporting, policy measures, 
including land reform, will have to be implemented. 
Certain associated measures are probably inescapable. 
For instance, people who lose their agricultural occu- 
pations in the wake of the technological revolution 
will need to be trained before being absorbed in new- 
ly-emerged activities, such as the processing of agri- 
cultural products, marketing and allied work. 


At the present stage of industrialization in the 
developing countries of the region, the capacity of the 
modern industrial sector (adjusting for “backward” 
effects) to absorb part of the labour force, which is 
growing at 2 to 3 per cent a year, is extremely limited 
and will probably remain so, at least for the next 10 
to 20 years. The sector is still small, and it employs 
a very small portion of the total labour force. Even 
if it were to grow twice as fast as it has grown in 
the past decade, it would be unlikely to make any 
substantial impact on the employment situation for 
quite some time. 


74 Part One. 


Social Justice, Employment, and Income Distribution 


However, the industrial sector also includes, in 
most instances, intermediate and traditional sub- 
sectors. Technological change will cause output per 
unit of labour or capital employed to rise and labour 
employed per unit of capital or output to fall. Con- 
centration on productivity alone will therefore mean 
relatively small, if any, increases in employment. 
Industrialization and modernization within the indus- 
trial sector are undoubtedly important policy factors 
in economic growth, but until such a time as indus- 
trialization becomes widespread a different approach 
to the employment problem, one which will improve 
income distribution and eradicate poverty, will be 
justified. The vast small-scale industrial subsector 
and suitable non-farm activities in the rural areas will 
need special attention; productivity in these areas will 
have to be improved in order to raise the levels of 
living of the vast majority of the people.%¢ 


Sustained and marked increases in per capita 
income are a consistent feature of economic growth. 
It follows that, barring factors to the contrary, the 
incomes of a large proportion of families will rise 
more in a country with sustained economic growth 
than in a stagnant or slowly-growing economy; in 
other words, absolute upward income mobility is a 
direct function of economic growth. However, since 
rapid growth is neither automatic nor universally 
shared, deliberate goveriment intervention may be 
necessary at strategic points to ensure that the rise 
in incomes is equally shared by the entire nation and 
that income mobility occurs. 


In the process of growth, some factors work to 
produce greater equality and others in the opposite 
direction. The first two of the following forces are 
believed to emerge early in the process of industrializa- 
tion and the third appears much later :37 


(a) Narrowing of product per worker in major 
industry sectors occurs: this should narrow inequality 
in the long run; 


(b) Movement of workers from self-employment 
to the category of true employees: this means larger 
inequality. Institutionally imposed limitations bear 
more heavily on salaries than on other incomes. A 


36 This subject is further treated in the preceding chapter of this 
Survey. See also Ojha, P. D., “Configuration of Indian poverty”, 
Reserve Bank of India Bulletin, January 1970; Myrdal, Gunnar, Asian 
Drama: An Inquiry into the Poverty of Nations, Allen Lane The 
Penguin Press and Penguin Books, 1968, chapters 26 amd 27; Atkin- 
son, A. D., “Policies for poverty”, Lloyds Bank Review, April 1971, 
pp. 17-28; McCall, John J., “An Analysis of poverty: Some preliminary 
findings, The Jornal of Business, April 1971, pp. 125-149; and Oshima, 
Harry T., “Accelerated growth: Japan’s experience”, Economic Deve- 
lopment and Cultural Change, Vol. 19, No. 1, October 1970, pp. 111- 
127 (review article). 


87 Kuznets, Simon, Modern Economic Growth: Rate, Structure and 
Spread, Yale University Press, 1966, p. 205. 


rise in the proportion of all salaried employees will 
tend to reduce inequality. A decline in the propor- 
tion of wage-earners among all employees means a 
low weight for the low-income/unskilled labour com- 
ponents of the total; 


(c) The share of property income in total 
household income decline: this leads to more equality. 


It may be of interest to note that the share of 
labour in personal income in some countries of the 
West remains more stable when the analysis is con- 
fined to the business sector than when it is related 
to total income. Total income has grown more than 
income originating in the business sector mainly 
because of the growth of the government sector, and 
since, in the government sector, wage and salary dis- 
persion is believed to be smaller than in the business 
sector, this development leads to greater equality. 
On the other hand, the form in which property in- 
come is distributed changes in the long run. For 
instance, compensation in kind for executives (liberal 
entertainment allowances, generous expense accounts, 
stock option provisions) may be treated as business 
costs. Under a progressive income tax system, it is 
thought, the tendency to give such incomes supple- 
ments in kind to top executives is strengthened, thus 
increasing inequality. Furthermore, where there is a 
tradition that the filling of top positions in certain 
professions is influenced by family or personal con- 
nexions or by similar factors, the Government will 
need to introduce specific measures to remove such 
barriers to the vertical mobility of labour.%8 


In view of the characteristics of the growth 
process just described and of the probable incidence 
of such factors as the substantial tax and other con- 
cessions given to encourage private investment in 
new ventures, it is a plausible assumption that the 
early phases of the grow process are characterized by 
a balance of counteracting forces which may tem- 
porarily widen inequality in the size distribution of 
total income, because of the rapid growth of the non- 
agricultural sector and the wider inequality within 
it.39 This need not necessarily be the experience of 
every country which is now industrializing, however. 
Circumstances vary, and the chosen growth paths of 
different nations are not identical. Again, political 
and institutional settings vary, and the degree of 


38 See Lipton, op. cit., p. 94. Even in the United Kingdom, for 
instance, personal advancement depends more on hereditary distinc- 
tions than in comparable advanced economies. The public school 
system, under which great educational advantages are given to children 
of rich parents, is peculiar to the United Kingdom and is linked to 
what is, in effect, a hereditary allocation of the best job opportunities. 
For example, of the Board of Governors of the Bank of England in 
1965, five members were from Eton, seven from other public schools 
and only four from grammar schools. 


3° Kuznets, Simon, op. cit., pp. 215-217. 
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emphasis on policy goals is a matter of national 
choice. 


It is a well-known principle of the modern 
theory of economic policy, first put forward by 
Tinbergen, that in order to secure a stated number of 
objectives the Government needs to operate an equal 
number of policy instruments: it is only in excep- 
tional circumstances that a single instrument can 
secure the attainment of more than one “target” simul- 
taneously.4° The failure of most Governments to 
pursue policies which are consistent in their declared 
plan objectives may thus be attributed primarily to 
poor orchestration of instruments, i.e. to not using 


40 Tinbergan, J., On the Theory of Economic Policy, Amsterdam, 
1952, chapters IV and V; also Meade, J. E., The Balance of Payments, 
Mathematical Supplement, Oxford, 1951, pp. 28-29. 


enough separate policy instruments to secure the 
simultaneous attainment of all objectives.‘ 


In any event, whatever limitations may exist in 
development in policy implementation, a developing 
country must treat absolute poverty as amenable to 
solution. The solution will probably require at a 
minimum the provision of additional income for 
households below the “poverty line” through increas- 
ed regular employment opportunities and improved 
educational and training facilities. 


41 Kaldor, N., “Conflicts in national economic objective”, Economic 
Journal, March 1971, p. 4: 


“On a more realistic plan, I think one must recognize that the 
limits on the degrees of freedom of government policy were set 
by political, social and ideological constraints which inhibited 
action in certain fields; the intellectual failure to recognize the 
need for them was a symptom rather than the cause of the 
inhibition.” 
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RECENT ECONOMIC DEVELOPMENT AND EMERGING POLICY ISSUES 
IN THE ECAFE REGION, 1970/71* 


This chapter commences with a brief review of 
recent economic developments in the world economy. 
It then surveys developments in the developed and 
developing countries of the ECAFE region in 1970 
and early 1971 and assesses the prospects for con- 
tinued economic growth in the region in 1972. A 
discussion of some of the major emerging policy 
issues, which will affect economic progress during 
the Second Development Decade, is also given in Part 


One. 


A. The international situation, 1970/71 


Because of their greater economic weight, the 
policies and performances of the main industrial 
countries significantly influence the tempo of econo- 
mic growth in other countries. The most notable 
developments in the world economy were a slowing 
down in the growth of world output at continuing 
high levels of unemployment, a continued inflation 
in industrial and non-industrial countries, the spill- 


over of domestic price increases into international. 


trade, and a generally adverse shift in the terms of 
trade of the developing countries. 


Output and prices 


Table II-l-1 indicates that total world output 
grew at only 3.0 per cent in real terms in 1970, 
which was considerably below the 5.0 per cent per 
annum growth rate recorded in the 1960s. The 
world performance, however, is strongly influenced 
by economic activity in the United States, which 
actually declined in real terms in 1970. Excluding 
the United States, developed and developing coun- 
tries, considered as separate groups, each attained an 
average GNP growth rate of 6.0 per cent, which was 
considerably better than their individual group per- 
formances in the 1960s, and, for the developing coun- 
tries, in line with the target set for the Second 
Development Decade. 


1 In some cases the data provided in this chapter are not consistent 
with data given in the individual country chapters of this Survey. In 
the few instances concerned, these inconsistencies arise because the 
preparation of this chapter has relied mostly on international sources 
of statistical information whereas the country chapters have normally 
derived their data from national sources. 


In the USSR, the performance of the economy 
in the first ten months of 1971 suggests that the 
targets set for 1971 in the ninth five-year plan will 
be achieved. Output in the industrial sector will be 
in excess of the target and the performance in the 
agricultural sector is generally satisfactory. The 
planned growth in real incomes for the year will be 
attained. In 1972, national income is scheduled to 
grow by 6.2 per cent, industrial output by 6.9 per 
cent and real per capita incomes by 5.2 per cent. 


Inflation in nearly all major industrial nations 
remained strong despite the anti-inflationary policies 
adopted in 1970. As measured by the GNP deflator, 
inflation in industrial countries proceeded at nearly 
6.0 per cent in 1970, which was in excess of the rate 
of inflation in the past decade. In the developing 
economies, increases in consumer price indices averag- 
ed around 9.0 per cent, which was considerably high- 
er than in 1969. 


Inflation in the industrial countries in 1970 con- 
tinued to be dominated by cost-push factors and fail- 
ed to respond to the tighter monetary and fiscal 
policies of late 1969 and early 1970, even though 
these policies resulted in relatively high levels of un- 
employment. In the developing economies as a 
whole, while inflation was generally the result of 
excess demand conditions, some of the rise in prices 
was inevitably brought about by the rising cost of 
imports from the industrial countries. 


The likely trends in output and prices in 1972 
have been made more difficult to predict as a result 
of the recent exchange rate alterations. Following 
the check to the rate of increases in output in 1970, 
most Governments in industrial countries turned to 
expansionary policies. As a result, the OECD 
Economic Outlook of July 1°71 was of the opinion 
that the prospects for mid-1972 were for fairly rapid 
expansion of output in North America, for somewhat 
below-average growth in other major industrial coun- 
tries and for rather slow expansion in smaller indus- 
trial countries. As compared with 1970, the average 
rate of growth in real GNP in OECD countries (in- 
cluding the United States) should increase from 2.6 
per cent in 1970 to 3.75 per cent in 1971 and to 
5.75 per cent for the first quarter of 1972. Only 
moderate success was expected to result from efforts 
to reduce inflation. In the first two quarters of 1971, 
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Table IJ-l-l1. GrowrH OF WORLD TRADE, 1960-1969 


(in percentages ) 


Exports 
Worlds poe aks SDR e Eee alue 
Volume 
United Statesand Canada. . . . Value 
Volume 
Japan Sots hep ee Ae Le MeV LS 
Volume 
EEG countnes's a.. cicase) sn «em aLue 
Volume 
EFTA jcountries®, 2. 1, « . js >) oWalue 
Volume 
Primary producing countries: more 
developed areas Value 
Volume 
Primary producing countries: develop- 
ing areas® Value 
Volume 


GNP in volume 
World® . 


Industrial and more developed primary producing 
countries i da atte 


Excluding United States . 


Developing countries (including oil producers) 


Source: IMF, Annual Report, 1971. 


Trend Change from preceding year 
Weight®§ $= ———-—— 
1960-1970” 1968 1969 1970 
100.0 95 12.0 14.5 14.5 
8.0 12.5 11.0 8.5 
21.5 8.5 12.5 9.5 15.0 
6.5 10.0 5D 9.0 


6.6 17.0 24.0 740) 21.0 
16.5 24.0 18.0 14.5 


31.1 11.5 14.5 18.5 16.5 
10.0 16.0 13.5 10.0 


14.5 8.0 8.0 15.5 13.0 
6.5 12.0 12.0 5.5 

6.5 9.0 45 15.5 12.5 
8.0 9.5 12.5 9.5 

19.8 7.0 9.5 12.5 10.0 
6.0 10.5 8:0)! 70 

100.0 5.0 5.5 5.5 3.0 
85.3 5.0 5.5 5.0 25 
43.6 5.5 6.5 7.0 6.0 
14.7 5.5 6.0 65 6.0 


* Based on trade or gross national product in 1969. 


» Compound annual rate of change. 


© All countries except the CMEA countries, the People’s Republic of China, etc. 


“Excluding Portugal, Finland and Iceland. 


© Figures for developing primary producing countries in 1970 are partly estimated. 


the increase in the GNP deflators of the seven largest 
OECD economies was only down by half a percentage 
point as compared with the first two quarters of 
1970. 


Trade 


The international development of inflationary 
forces is evident in the statistics on world trade. 
Contrary to the previous marked stability of the 
prices of internationally traded goods, there was an 
increase in such prices in 1969 and an even sharper 
increase in 1970. Of the 15 per cent expansion in 
the value of world trade in 1970, some 6 per cent was 
due to rising prices. However, while in volume terms 
the expansion of world trade was less in 1970 than 


in the two preceding years, it was still above the 
average for the First United Nations Development 
Decade. Current indications suggest that this de- 
crease in the rate of growth in the value and volume 
of world trade has continued in 1971. 


The rise in prices of internationally traded goods 
has occurred mainly in manufactures, and, as a result, 
the terms of trade of the developing economies have 
shifted in an adverse direction. This has reduced 
the purchasing power of their quite substantial in- 
crease in export earnings and exacerbated problems 
of import requirements and debt servicing commit- 
ments and development generally. In real terms 
the value of export earnings of the developing 
countries increased by 5.0 per cent in 1970, which 
was well below the exceptional increases of 10.0 per 
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cent in 1968 and 1969. With the exception of oil- 
producing countries, the outlook for the prices of 
primary products has not improved in 1971. Infla- 
tion in the industrial countries, however, is continu- 
ing to affect adversely the international prices of 
manufacturing commodities. The exchange rate ap- 
preciations which have taken place in some of the 
major industrial countries will further increase this 
negative terms of trade effect. 


After having pursued disinflationary policies 
through 1969 to 1970, the United States and Japan 
both adopted expansionary policies to come to grips 
with growing unemployment and/or unused produc- 
tive capacity. In the United States, measures adopt- 
ed to correct the balance of payments situation in- 
cluded the floating of the exchange rate, which trig- 
gered off a number of exchange rate reactions else- 
where, and the introduction of additional quotas, 
particularly for man-made fibre textiles. All of these 
measures, including the recent agreed realignment of 
exchange rates, have directly affected the developing 
countries and are discussed in chapter II. 


B. Economic development in ECAFE 
developing countries, 1970/71 
Gross national product 


While there were exceptions, the developing 
countries of the region, when considered as a whole, 


recorded impressive increases in the level of real 
gross national product in 1970. From preliminary 
evidence available, it is obvious that these increases 
continued in 1971, 


Rates of growth of GNP for a number of develop- 
img economies in the ECAFE region are given in 
table IJ-1-2. Of the ten countries listed in the table, 
the performance of six exceeded the 6.0 per cent 
growth target of the Second Development Decade. In 
only one instance, however, was the growth rate of 
1969 surpassed. Among other factors, this reflects 
the influence of the slowdown in the growth of world 
trade in 1970, The four countries which did not 
achieve the 6.0 per cent target attained growth rates 
which varied from 4.0 to 5.2 per cent per annum. 
Subregional performances show that the developing 
countries of southeast Asia and the Far East, with 
an average growth rate per annum of 7.3 per cent, 


did much better than their counterparts in south 
Asia. } 


While estimates for 1971 are tentative and in- 
complete, satisfactory growth rates are indicated for 
most countries in the table. The major concern is 
that India, Ceylon and Pakistan appear likely to 
record growth rates below the targeted United Nations 
figure. Among other things, this is a result of these 
countries experiencing or having recently experienced 
unforeseen circumstances. Of the countries not listed 
in the table, the war-distressed economies of southeast 


Table IJ-1-2. SELECTED LESS DEVELOPED COUNTRIES IN THE ECAFE RrEcIon: 
GrRowTH RATES OF GNP AT CONSTANT PRICES, 1960-1971 


“ittlen. 

US$) “1960-70 
Korea, Republicof “ . .!”. 3.0 9.3 
Philippinester Wein Gol. serie! hs 7.8 Syyf 
alana any c. mee yee os 3.6 8.1 
Malavstaig(ituer nie bisa el 4 2.9 6.3 
Indonesia hiya ieee 3 oA ae 8.9 3,3 
nding AA ere ie. ees. 50:2 3.8 
Pakistan’ "awen ee at «ae LI 5.6 
Cevich?” Ave: Mires. Ty 1.7 47 
[ran Seay ee ART co 6.2 7.9 


Source: IMF, Annual Report, 1971, p. 130. 


* Derived from national official publications. 
» Estimates from national official publications. 


© Year ending 31 March. 
* Year ending 20 March. 


Annual compound rates 
(per cent) 


Changes from previous year 
(per cent 


1960-65 1965-70 1968 19698 19708 1971» 


ah 2d 9133 et50. a oe ie 
DEA aS mG NE: wisquemes 
Sone 8, Uo tm ese C0 Nod 
5G ehynuG.o) urdGei Nuc 0 NO GN wha ame 
aig wig, Ne) eae Car ta uke 
Bo Ad AA ln 3 Ul ena aiyenis 
Begin tg TP gigey VSB cee ES 
PE ie SH. a Eisenia 6S. me CGM Rae 
EF alse MP7 gle Talos 163 
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Asia have understandably ‘failed to register significant 
economic performances, and the land-locked countries 
of Nepal and Afghanistan continue to be plagued by 
problems peculiar to their geographic and climatic 
position. The export-oriented economies of Singa- 
pore and Hong Kong experienced satisfactory growth 
rates in relation to previous performances. Finally, 
it appears that most of the newly emerging economies 
of the southwest Pacific are experiencing modest if 
as yet unsatisfactory growth rates in living standards. 


Agricultural and industrial output 

i) 

Output in manufacturing and agriculture is given 
for selected developing economies in table [J-1-3. In 
agriculture, the performance is a mixed one, with the 
showing of individual countries being affected by the 
spread of the “green revolution” and by climatic fac- 
tors. In only five of the ten countries listed was 
the growth rate in agricultural output greater than 
in the 1960s. Continuing drought severely cut agri- 
cultural production in Afghanistan, and climatic fac- 
tors adversely affected agricultural production in the 
Philippines. However, agricultural output in India 
responded to favourable climatic conditions. It is 
significant, however, that India, Pakistan and Indo- 
nesia all recorded growth rates in their agricultural 
sectors which were better than those averaged in the 
First Development Decade. 
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Table II-1-4 gives information about the rate of 
growth in agricultural output on a commodity basis 
in the ECAFE region. The relatively low rate of 
increase in the production of cereals has resulted from 
adverse climatic factors including drought. The ab- 
solute output of pulses also declined in 1970/71. 


Because nearly 50 per cent of the work force is 
employed in agriculture, the successful extension of 
the “green revolution” is extremely important in the 
ECAFE region. If it is to become a continuing 
dynamic force in the region, a number of urgent 
problems must be resolved. First, on the technical 
side it is evident that, for the new seed varieties to 
realize their full potential, adequate irrigation and 
fertilizer facilities are necessary. In this respect, few, 
if any, of the developing countries of the region have 
provided adequate water distribution facilities; nor 
are they using fertilizers in optimal amounts. Increas- 
ed research efforts into rice varieties which are suit- 
able for dry farming are urgently needed, and much 
greater attention needs be paid to the development of 
new seed varieties for other crops. Increased atten- 
tion also needs to be given to the securing of a 
system which will efficiently distribute the inputs and 
market the outputs of the agricultural sectors. A 
more comprehensive distribution of credit facilities is 
urgently required. 


Table II-1-3. SELECTED DEVELOPING COUNTRIES IN THE ECAFE REGION: 
ANNUAL GROWTH RATES IN AGRICULTURE AND MANUFACTURING 


(in percentages) 


Agriculture 


1960-1968 1968 


Manufacturing 


1969 1970 = 1960-1968 §=—_ 11968 1969 1970 


Afghanistan, 5) cack se os 1) 3.0 2.9 —10.0 na. n.a. 15.0 14.0 
Geylon) “naes to a 15 a4 = OF 3.6 13:5 14.3 naa. 5.9 
EnGia 6. ete See in) 4.6 af, 7.1 Sal 5.5 7.0 4.2 
Indonesia: .7 05: ies NO 1.7 8.5 0.7 4.0 2.8 2.0 na. 15.0 
Ban™ sus Ree ta eee 4.6° Dae Sit 3.0 WEG Gres 10.0 13.0 
Korea, Republic of . .-°. . 43 ag 14.2 2.0 15.9 34.7 21.8 16.7 
Malaysia, West’. 8 sc 4 & 5.0 10.4 11.7 3.5 11,07 9 nia: 10.0 5.0 
Pakistan; So. os 4. Sena 3.6 SS 5.2 6.8 8.34 700) 106" ave 
Philippines cs io “nes 2.3 0.7 10.1 4.6 4.7 9.3 3.5 5.9 
Thailond Saini cue > ys! 4.8 9.7 4.0 10.8 10.1 10.6 10.5 
Sources: Various official publications; individual country reports included in this Survey; for agriculture 


data: 1960-1968, 1968 and 1969, FAO, Record Sheets, December 1971. 


* Year ending 20 March. 
> 1960-1966. 

© 1964-1968, 

* Year ending 30 June. 
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Table II-1-4. ECAFE countries: MAIN AGRICULTURAL PRODUCTION 1969-1971 


AND ITS RATE OF GROWTH 1959-1961/1969-1971 


Items —_ 


1969 


So RES = | ard say se ane el ihe ta i a 1 ee Oaks Lott MEE eM a a ue ee sas es Ae 


Production 


1970 


1971 


All cereals 221,548 232,995 235,519 
All pulses 12,210 13,404 13,030 
Root crops*® 38,946 38,135 39,014 
Oilseeds” . 13,863 15,491 16,076 
Jute and kenaf 2,993 2,890 2,794 
Cotton lint 1,840 1,736 1,901 
Rubber 2,670 2,695 2,872 
Sugar® 19,100 20,227 19,997 
Beef and veal® 1,198 1,220 1,245 
Mutton and lamb® . . 836 840 850 
Pork® . 1,188 1,239 1,256 
i a Tee mY ae 38,813 39,481 40,137 
Copra Protec 8 2,678 2,749 3,114 
Palma st Sk 541 646 762 


(Units: 1,000 metric tons) 


Annual rate 


Changes Average production of growth 

1969-1970 1970-1971 1959-1961 1969-1971 19/9 1961/ 

Per cent Per cent 
5.16 1.08 170,731 230,020 3.0 
9.77 —2.80 14,041 12,881 —0.9 
—2.09 2.30 29,749 38,698 ey, 
11.71 Bai. 11,821 15,143 2a 
—3.45 —3.33 2,453 2,892 hey 
—5.66 9.50 1,341 1,825 31 
0.93 6.56 1,871 2,746 3.9 
5.89 —1.14 8,168 19,7759 9.2 
1.83 2.04 994 1,221 21 
0.47 $19 757 842 tal 
4.29 1.37 838 1,227 39 
1.72 1.66 34,307 39,477 1.4 
2.65 13.27 25,849 28,472 1.0 
19.41 17.96 228 649 11.0 


Source: Food and Agriculture Organization of the United Nations, computer record sheets (December 1971). 


* Potatoes, sweet potatoes, yarn and cassava. 


» Sesame seed, cotton seed, soybeans, groundnuts, linseed, rapeseed and castor beans. 
© Non-centrifugal sugar and centrifugal sugar (beet and cane). 


4 1968-1970, split crop year. 
© 1971 production is only January-November. 


Secondly, there is a need to allocate resources in 
agriculture more efficiently. Most countries which 
have successfully introduced the “green revolution” 
have emphasized not only new seed varieties, fertili- 
zers and irrigation facilities, but have unfortunately 
also applied excessive price support schemes to rice 
farmers. Such schemes have often led to the ineffi- 
cient allocation of resources as between the farming 
of rice and other crops and as between the develop- 
ment of the agricultural and other sectors of the 
economy concerned. Other serious distortionary 
effects are created by the tendency of many countries 
to price credit and capital equipment too cheaply and 
thereby promote capital-intensive farming techniques 
in labour-abundant countries. 


Finally, close attention needs to be paid to the 
income distribution effects of the “green revolution”. 
So far, it is the less poor farmer who has access to 
capital who has benefited most. In so far as he 
benefits most because his farm is of optimal size, it 
would be unwise to interfere directly to fulfil income 
distribution objectives. In many cases, however, the 
rich farmer benefits because public facilities are more 
readily available to him, because of the unwillingness 


to tackle land reform, because the artificially low 
price of capital equipment discourages labour-inten- 
sive farming techniques and because the banking sys- 
tem in rural areas is often inefficient. 


Although estimates of industrial output for 
ECAFE developing countries in 1970 and 1971 are 
not yet to hand, enough information is available to 
reach some tentative conclusions about activity in 
this sector in the last two years. Of the countries 
listed in table II-1-3, 80 per cent attained or nearly 
attained the average rate of increase in manufacturing 
output achieved in the 1960s. The performance was 
particularly impressive in Indonesia, the Republic of 
Korea and Iran. Individual achievements were 
strongly influenced by world trade developments where 
the manufacturing sectors were export-oriented, as in 
Hong Kong, Singapore and the Republic of Korea, 
and by balance of payments considerations where 
industrial output was closely linked to the availability 
of imported raw materials, semi-processed products 
and capital equipment. In other instances, as in the 
case of India, it was the low level of investment acti- 
vity which was the cause of an unsatisfactory level 
of output. 
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From recent developments it is possible to reach 
some tentative conclusions about the nature of indus- 
trial development in the region. First, it is becom- 
ing evident that the industrial structures of many 
countries, such as the Republic of Korea, are in need 
of change. In such countries, the possibilities for 
‘further import-substitution in the production of light 
consumer goods are limited, and, to the extent that 
further import-substitution is economical, they must 
now emphasize ithe development of industries pro- 
ducing intermediate products and capital equipment. 
At the same time, to secure greater economies of scale, 
the smaller countries in particular need become more 
export-oriented. In the case of exports, an efficient 
industry is an automatic requirement, but it is also 
necessary that, in changing the nature of the import- 
substitution process, countries should encourage only 
potentially efficient industries. Otherwise, export 
development could be seriously impaired by an un- 
necessary rise in the domestic cost structure and 
economic development would be retarded. 


Secondly, in the smaller developing countries, the 
development of key industries, such as petro-chemicals 
(including fertilizers), basic materials (iron and 
steel, aluminium, etc.), shipbuilding, and machinery 
and equipment, based on a single country’s market, 
could encounter difficulties and iead to the unecono- 
mical use of scarce resources. Intraregional comple- 
mentary specialization in domestic manufactures of 
particular kinds of basic industrial materials and 
types of industrial equipment seems to be a better 
strategy for these countries to adopt. The mutual 
exchange of such products under a preferential duty 
system or any other appropriate regional co-operation 
scheme, including joint ventures, would widen the 
narrow national markets and enable the developing 
countries to produce a wide range of industrial pro- 
ducts economically. 


Thirdly, until the intermediate and capital goods 
import-substitution industries begin operation, any 
large-scale industrial development programmes will 
require heavy imports of capital equipment and in- 
dustrial raw materials. Therefore, the liberalization 
of trade policies by the developed countries for the 
imports of traditional primary products and potential 
new export commodities from the ECAFE developing 
countries, together with increased inflows of foreign 
aid, will play an important role in promoting indus- 


trial development. | 


Finally, the trade policies of the developed in- 
dustrial countries and the lack of financial resources 
in developing countries with which to supply seller’s 
credit. to purchasers, continue to be major obstacles 
to the expansion of an export trade in manufactures 


and processed goods. The recent adoption of a gen- 
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eral multilateral and non-reciprocal set of preferen- 
tial tarifis by some of the industrial countries, in- 
cluding Japan, the European Community and the 
Nordic countries, will provide some assistance. 


However, even if the 18 countries which have 
signified their intention of adopting this scheme 
proceed to do so, this would enable the global trade 
of developing countries to increase by only US$1 
billion a year.2- This would be equal to 5.0 per cent 
of the annual expansion of exports that is required 
if the Second Development Decade objectives are to 
be attained. 


Furthermore, the structure of tariffs in the richer 
industrialized countries is such that it is the manu- 
factured exports of the developing countries which 
are most discriminated against. According to a re- 
cent study, tariffs levied on those commodities which 
are more typical of the manufactured exports of the 
developing countries, are higher than the tariffs levied 
on commodities that typically enter into trade be- 
tween the richer industrial countries. The average 
nominal tariffs for the two groups of commodities 
were respectively 7 and 10 per cent in the United 
States, 9 and 14 per cent in the United Kingdom, and 
7 and 9 per cent in the European Community.® 


This difference in nominal rates fails to reveal 
a much greater discrepancy in the effective tariff rates 
levied on the two classes of goods because tariffs 
levied on raw materials are much lower than tariffs 
levied on finished commodities. For example, in the 
European Community, the tariff on cocoa beans is 3 
per cent, while the tariff on processed cocoa products 
is 18 per cent. In the United States, hides and skins 
enter duty free, but there are tariffs of 8 to 10 per 
cent levied on shoes. 


The continued use by the richer industrial na- 
tions of voluntary and mandatory quota restrictions 
on the import of light consumer goods continues to 
discriminate unfairly against the interests of the 
developing countries. It is this issue, even more than 
the further reduction of tariffs, which should be the 
major topic of future international trade negotiations. 


Trade, aid and the balance of payments 


~ 
|. Tables II-1-5 and JI-1-6 set out the recent inter- 
national trade performance of selected ECAFE coun- 
tries. While the average rate of export expansion 
in 1970 was almost twice the average rate experienced 
in the period 1960-1970, the average performance in 


2 McNamara, R. S., Address to Board of Governors of IBRD, 
September 1971, p. 26. 


8 Ibid. 
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1970 was less impressive than the record performance 
of 1969. Nevertheless, six of the seven developing 
countries listed improved upon their export growth 
performance of the previous year. While no quan- 
titative measure is available, the expansion of exports 
in real terms would not have been significantly less 
because there was a tendency for the prices of the 
exports of developing countries in the region to lag 
behind general world-wide rates of inflation. 


x) It is interesting to note from table JJ-1-5 that 
the three countries with average annual export growth 
rates in excess of 10 per cent in the 1960s continued 
such rapid export expansion on average in 1968-1970. 
They have recently been joined by Indonesia, Malay- 
sia, Singapore and the Philippines, all four of which 
have placed increasing emphasis on export-oriented 
policies. 


In 1970, for the developing countries in the table 
considered as a whole, import demand grew at rough- 
ly the same rate as in 1969. Generally, the import 
demand of individual countries was affected by the 
rate of expansion in their gross national product and 
by the ability of the country concerned to acquire 
foreign exchange by drawing upon its international 
reserves, by the receipt of concessionary and non- 
concessionary capital flows, and by its export per- 
formance. 


The evidence so far to hand does not indicate 
any necessary slowing down in the rate of increase 
in the value of trade in the region in 1971 as com- 
pared with 1970. The table indicates that, in the 
case of both exports and imports, the number of 
countries expanding trade more quickly in 1971 than 


Table II-1-5. SrEtecrep ECAFE DEVELOPING COUNTRIES: VALUE AND CHANGES | 
OF TOTAL EXPORTS AND IMPORTS, 1960-1970 


nd 
( 4 a % Nigel siete og Percentage changes from previous year 
US$) 1960-1970 1965-1970 1968 1969 1970 197148 

Hong Kong 

Exportsjamees 1 2b 2.51 13.8 WA 14.2 24.9 15.4 n.a. 

Imports fy cast awe: Gs 2.91 11.0 13.1 13.1 19°4 18.2 n.a. 
Korea, Republic of 

Exports S some. 0.84 38.2 36.7 42.2 36.7 34.2 23.9 

Imports) e.iells Rous) os 1.98 19.1 33.8 46.9 24.7 8.7 18.9 
Philippines 

Exports Se ety ey as 1.07 6.6 6.8 5:3 Oy 24.9 9.9 

Importsig Gen is acl Th 6.3 6.3 92 —2.0 —35 8.6 
Thailand 

Exports ai tae SS 0.70 5.4 2.3 —3.4 7.6 —1.6 11.1° 

Imports.” Cee 28 sie 1.25 10.7 11.2 8.5 8.0 0.9 —4.8 
Malaysia 

Exports ee 1.68 3.6 6.5 10.7 22.6 1.8 —2.2° 

Lm portsee eee ee uaeed 8h 1.39 4.3 4.8 6.7 1.6 17.9 —_ 
Singapore 

Exports Ses Yon viens Se 1.55 3.2 9.6 11.5 21.9 0.3 —13.4 

Am portseswey is Alls) aot: 2.46 6.3 14.6 15.4 22. 20.9 20:2? 
Indonesia 

Exports’ acest 6 tt 1.18 3.9 7.6 13.2 14.0 18.7 2Y5P 

im poitseeen uate me, hs 1.29 5.0 5.5 3.6 19.1 17.1 10.0” 
India ' 

Exports MAR tel Gots es 1.96 3.9 3.0 8.7 4.6 6.8 8.3” 

Umportsi eesti; ete ee 2.13 —0.8 —4.6 —9.5 —12.3 —3.2 12.9 
Tran J 

Exports Sa ee 2.37 10.9 12.7 —2.6 NDE Z/ 13:1 12.4 

Tmpoxrtsaeesie to teste ot ets 1.78 12.0 15.6 20.4 14.7 14.1 6.5 
Pakistaa 

EXports sey ® Cie 0.72 6.3 6.5 11.6 —5.4 6.2 —0.7 

Triports ieee wad ngesaeeuies 1215 5.8 2.0 —6.9 —1.1 13.5 135 


Source: IMF, Annual Report, 1971, p. 73. 
* Estimates. 


> First two quarters of 1970 compared with the same quarters in.1971. 
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in 1970 counter-balances those whose rate of expan- 
sion is slower. However, the evidence is fragmen- 
tary and most of it relates only to trade in the first 
two quarters of 1971. It is possible that estimates 
of trade in the second half of the year will not be 
so favourable because of United States economic 
policy measures adopted during that period. Among 
individual country performances, it is encouraging to 
note the continued expansion in Indonesia’s exports 
and the improved export effort of Thailand. On the 
other hand, Pakistan’s trade in both exports and im- 
ports declined. 


—_— 


[ The decision of the United States to impose 


quotas on man-made textile imports has had a severe 
effect on the export prospects of such countries as 
the Republic of Korea, Hong Kong and Singapore. 
In all these countries the textile industry is the lead- 
ing export sector both in terms of its absolute size 
and in terms of its recent rate of growth, and the 
United States has been the major single market. In 
the Republic of Korea, for instance, the export of 
textiles which comprise over 50 per cent of total ex- 
ports, has been growing at approximately 40 per cent 
per annum and more than half of these are sold in 
the United States. The reduction in the rate of in- 
crease of textile imports by volume to 7.5 per cent 
per annum must adversely affect the Republic of 
Korea’s export prospects and will necessitate, among 
other things, some revision of the growth targets set 
in that country’s third five-year plan (1972-1976). 
The other countries have been similarly affected. 
This is particularly unfortunate as these countries are 
pursuing their comparative advantage. 


Table II-1-7 sets out the recent balance of pay- 
ments records of a number of the larger ECAFE 
developing economies. As one would expect, per- 
formances vary considerably, but the general impres- 
sion is one of reasonable stability. Of the eight 
countries listed, the over-all balance of payments posi- 
tion of five of them improved. Such information, 
however, does not necessarily disclose the effects of 
the decline in concessionary aid flows. In the case 
of India, Ceylon and Pakistan, the inflow of capital 
on account of the central governments and aid con- 
tinued its decline. Evidence to hand suggests an 
even more abrupt decline in 1971, 


Data available for 1970 confirms certain trends 
taking place in the composition and magnitude of the 
flows of foreign capital to déveloping countries. Total 
net capital flows to developing countries as a whole 
in 1970 approximated US$15 billion, an increase of 
nearly US$1 billion over 1969 in current prices, but 
in real terms there may have been a fall. Over half 
of the net capital flow came from bilateral sources 
and included official and private export credits and 
private investment. Official development assistance 
from DAC countries, the major source of concession- 
ary capital flows, increased only slightly above the 
level reached in 1967 and, as a proportion of the 
combined GNP of DAC countries, declined to 0.34 
per cent. Thus, the general trend in capital flows 
to developing countries is for the flow of concession- 
ary capital to grow very slowly in absolute terms 
while growth in non-concessionary capital flows pro- 
ceeds rapidly. 


Table II-1-6. ECAFE DEVELOPING COUNTRIES: 
ExPORT PERFORMANCE, 1960-1971 


(in million US dollars) 


Highest export 


Country value recorded 1968 1969 1970 1971 
from 1960 to 1971 

Burma 271 (1963) 111 131 106 104° 
Ceylon 409 (1965) 342 322 342 320° 
India fais, «ae LAZO 1,753 1,835 2,026 2,042" 
Indonesia. . 946 (1971)? 751 831 811 946" 
HSAB | Dee Sel > 2,354 (1970) 1,879 2,099 2,054 hoe 
Korea, Republic of 940 (1971)* 455 622 835 940° 
LAGss ey ats eh ee 6 (1968) 6 4 3” nar 
Malaysia . 1,680 (1970) 1,347 1,651 1,680 1,618 
Pakistan ° 723 (1970) 720 681 723 698" 
Philippines « . «  1;072(4971)* 848 855 1,062 1,072% 
Whatland iW ta i. Ws 7924971)" 658 708 697 792" 


Source: International Monetary Fund, International Financial Statistics, November 


1971. 
* Six months at annual rate. 
> Estimated. 
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Table II-1-7, SELECTED DEVELOPING COUNTRIES IN THE ECAFE REGION: 
BALANCE OF PAYMENTS SUMMARIES, 1968-1970 


(in million US dollars) 


Central A eres aes a 
Cc Private capital an Overteli 
Year balancer capital” 'ORE-Herm et eTPOrS — Ralancee percentage 
and aid omissions phesiese 
Ceylon 1968 —64 43 —2 —10 —33 14 
1969 —142 128 —2 4 —12 9 
1970 —79 83 — —l 16 11 
Philippines 1968 —304 49 102 79 —74 13 
1969 —283 128 90 25 —40 10 
1970 —34 114 125 —107 116 21 
Indonesia 1968 —25l 213 38 —15 —15 
1969 —361 236 43 34 —48 
1970 —401 305 56 17 12 
Iran 1968 —366 407 71 —125 —13 20 
1969 —540 515 102 —58 19 18 
1970 —376 425 111 —283 —102 12 
Malaysia . 1968 10 16 82 —49 59 44 
1969 216 56 57 —162 167 58 
1970 65 21 67 —124 50 53 
Pakistan . 1968 —442 453 55 —ll 57 25 
1969 —4]13 323 146 9 65 32 
1970 —698 321 199 40 —106 17 
Thailand . 1968 —205 96 82 39 12 89 
1969 —275 66 105 68 —36 79 
1970 —319 45 105 100 —69 73 
Source: IMF, Annual Report, 1971, pp. 122-3. 
Note: These IMF balance of payments estimates are not necessarily consistent with estimates in 


country chapters which are derived from national sources. 
* Balance on goods, services, and private transfers. 
» Capital transactions by local governments are included in private long-term capital to the 


extent identifiable. 


© Over-all balances are measured here by changes in official gold holdings, in SDRs, in 
reserve positions in the IMF, in foreign exchange assets, in use of IMF credit, and, where 
data are available, in liabilities to foreign monetary authorities, including those arising 


from “swap” transactions. 
as a financing item. 


Within the ECAFE region as a whole, although 
there are some pronounced subregional differences, 
the net transfer of resources has been declining in 
real and nominal terms. Table II-1-8 sets out data 
concerning net external resource flows in the region 
from 1965 to 1969. In east Asia, which includes 
Indonesia, the Republic of Korea, Malaysia, the 
Philippines, Singapore, and Thailand total disburse- 
ments of contracted loans, grants, etc., increased 
steadily from 1965 until 1969, but the absolute 
amount of grants reached a peak in 1968 and drop- 
ped abruptly in 1969 to approximately the same level 
as in 1965. As a proportion of loan commitments 
and grants, the grant element declined from 59 per 
cent in 1965 to 47 per cent in 1969.4 If allowance 
is made for amortization and interest payments, the 


Advance debt repayments by Governments are also treated 


net transfer of resources to east Asia nearly doubled 
in terms of current prices between 1965 and 1969. 


The experience of south Asia, which comprises 
Afghanistan, Ceylon, India, and Pakistan, has not 
been so fortunate. Total disbursements measured 
in current prices had fallen by nearly 20 per cent 
between 1965 and 1969 and were well below the peak 
figure reached in 1967. The grant element as a pro- 
portion of loan commitments and grants declined 
from 77 per cent in 1965 to 68 per cent in 1969.4 
In terms of the net transfer of resources, the 1969 
level was nearly 40 per cent less than that of 1965. 
™ real terms, of course, the difference would be even 
greater, 


* World Bank Report, 1971, p. 62. 
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Table IJ-1-8. ECAFE DEVELOPING COUNTRIES: EXTERNAL RESOURCE FLOWS AND 
SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT, 1965-1969 


(in million US dollars) 


Disbursements Debt services 


Area and year Grants and Amortiza- flog pe 
Loans grantslikes Total Mion Interest Total 
East Asia® 
ST Seen AW au eG 509.1 363.4 872.5 163.5° S01 193.6 709.0° 678.9 
1966s eee 43701 308.1 745.2 186.4° S98 225.5 558.8° 519.1 
T9672) Shr Gin canes 814.6 398.7. 1,213.3 205.6 54.1 259.7 1,007.7 953.6 
196 8aa es in Te re IUO8S:0 7D eens So 205.2 79.1 284-4, "15253:0'" 15173.9 
1969) oe Swe te deZOdeo 366.1 1,567.6 318.6 117.6 436.2 1,249.0 1,131.4 
South Asia’ 
1965 st ee ey MeO 827330) 2)074;3 199.5 147.1 346.6 1,974.8 1,827.7 
TOGO te wom emesis ln 2 2067: 859.9 2,086.6 249.3 178.6 427.8 1,837.3 1,658.7 
V9 G7 Ste ad oe omeecd say ae 774.9 2,349.4 306.5 204.5 SUMO 2,042.9 esas 
LOGS Sr eens Cle lulico 520.0 2,031.5 330.5 211.5 542.0 1,701.0 1,489.5 
T960GRE: Wipe et sa oo 338.6 1,756.6 377.2 240.5 617.6 1,379.4. 1,138.9 


Source: IBRD, Annual Report, 1971, p. 68. 

* Grants consist of grant and grant-like contributions by DAC countries and grants by multilateral 
agencies as compiled by OECD, as well as disbursements by Inter-American Development Bank on 
loans repayable in recipients’ currencies. 

P Disbursements on loans, grants and grant-like loans minus amortization on loans. 

© Net flow minus interest on loans. 

4 Does not include most of the publicly-guaranteed private debt of Philippines. 

© Interest for Indonesia included in amortization, therefore net flow in this year is understated. 

‘ Excludes suppliers’ credits to India for which a complete series of data is not available for 1965-1968. 
For 1969, transactions on these credits were as follows: disbursements $89.2 million, amortization $64 
million, interest $22.9 million. 


Table ‘II-1-9 shows how the composition of 
foreign capital inflow of ECAFE developing countries 
has altered. It emphasizes the increasing importance 
of suppliers’ credits and official bilateral loans and 
credits, and the dwindling role of official grants. 


Of considerable importance to developing coun- 
tries is the third allocation of SDRs on 1 January 
1972. The third allocation of US$2.95 billion was 
made to 112 members at 10.6 per cent of their quotas 
as of 31 December 1971. ECAFE developing coun- 
tries were allocated US$0.27 billion and ECAFE 
developed countries US$0.22 billion. 


Money and prices 


Tables II-1-10 and II-1-11 set out data concern- 
ing changes in the money supply. and price level of 
ECAFE developing countries. In a number of cases 
the effects of tight monetary policies are in evidence. 
In some cases, for example, the Philippines, the 
policies have been adopted in response to balance of 
payments pressures. In other cases, the failure of the 


money supply to expand is the result of a stagnant 
or declining level of domestic economic activity. 


Inflationary pressures manifested themselves in 
the ECAFE region in 1970 and 1971 as in the rest 
of the world. Table II-1-11 sets out the recent 
changes in consumer and wholesale price indices for 
a number of ECAFE developing countries. In part, 
inflation is imported from the developed economies; 
in part, it is a result of excess demand pressures 
within the country concerned. With few exceptions 
the rate of inflation of ECAFE developing countries 
in 1970 was below the world average for developing 
economies of 9 per cent. Among other countries, 
Burma, Ceylon, India, Iran, Malaysia, Pakistan, 
Singapore and Thailand all had consumer price index 
increases of less than 6 per cent, which is less than 
the average rate of inflation experienced in the 
developed industrial nations in 1970. Present indica- 
tions are that this record is being maintained in 1971. 
Exceptions have occurred in those countries where 
rapid price increases have resulted from extended war 
efforts (the Republic of Viet-Nam), crop failure 
(Afghanistan) and devaluation (the Philippines). 
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Table II-1-9. DisTRIBUTION OF LOANS AND GRANTS TO SELECTED 
ECAFE DEVELOPING COUNTRIES, 1965-1969 


(in percentages) 


Private I d credi; Official 
rivate loans and credits Opal Pe ibis ; Muti a eral Percentage 
Suppliers hist Total Stents, or adn credits total 

East Asia® 

LOG ya dewecn” tae < 20 16 36 41 16 7 10 

TOOTI Eerie 26 4 30 33 31 6 12 

Oli ee eee Zh 8 35 25 33 7 15 
South Asia” 

T9650 85 os, es 4 1 5 35 47 13 25 

1967 a 6 1 7 31 48 14 24 

UTS Le ee 10 1 11 18 58 13 17 


Source: IBRD, Annual Report, 1971, p. 62. 


* Includes Indonesia, the Republic of Korea, Malaysia, the Philippines, Singapore and 
Thailand. 


> Includes Afghanistan, Ceylon, India and Pakistan. 


Table II-1-10. ECAFE DEVELOPING COUNTRIES: 
CHANGE IN MONEY SUPPLY 


(in percentages) 


Annual 

compound 
Country rate of 1968 1969 1970 1971 

growth 

1960-1968 
PAS UAMISta ore tn su ase el Te 1 het Bs 73. 18.2 5.3 —0.8° 
CEvlom. Boicet rs oe Ke 5.98 5.9 —15 4.6 8.2° 
LG FEV Ly PGS Mie Ce Ue Os are 9:0* 5.6 12.0 12.6 OTe 


Indonesial.) ci) tees) sae LOZ 118.4 58.14 34.7 


Trango oc. 3. Vw 16.0° 10.6 9.7 8.1 

Korea, Republic of . . . 29.5! 25.9 42.1 40.1 4.3 
Malaysia, West . . . . Sy bs Tee 13.3 7.7 —0.1° 
Rakistanaee sf 1 an Os O15 7.4 14.3 11.1 10.34 
Pidiecinei aE 2 RA; «BROS “MSS: Mods 8.9 1.8 
seiravland gees seen ones 10.5% 8.1 Se4 8.6 0.18 
Viet-Nam, Republic of . . 28.3" 48.5 13.3 14.8 15.1% 


Source; International Monetary Fund, International Financial Statistics. 


= 1960-1968. © 1961-1968. 
» As of 31 August 1971. £ 1963-1968. 
© As of 31 July 1971. ® As of 30 June 1071. 


4 Last Friday of June 1971. 
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Table [1-1-11. ECAFE DEVELOPING COUNTRIES: PERCENTAGE RATES OF CHANGE IN CONSUMER 
AND WHOLESALE PRICE INDICES® 


Annual compound 


Country rate of growth? 1967 1968 1969 1970 1971¢ 
1960-1968 
Oevloh. ccs. « “Se 2.0 22 5.9 Te 5.9 3.0 
Hone Kong . «5 avy & — 5.7 27 3.5 7.6 6.2 
Waeia®: ws, 5 eee eee 7.2 ( 4.8) 13.9 (14.9) 2.6(—0.1) —0.01 (2.0) 5.1 ( 6.4) 3.8 ( 3.6) 
Indonesia. sow, * 6s 6h =? 169.5 1253 6.1 12.3 8.1 
Piao hs Gees ee 1.5 ( 1.0) 1.6 ( 0.3) 0.7 ( 0.5) 3.6 € 2.2) LAE 32) 2.4 
Khmer Republic. . . . . — —0.01 6.0 6.3 11.9 41.7 
Korea, Republic of . 2... 13.6 (13.6) 10.8 ( 6.4) 11.1 ( 8.1) 10.1 ( 6.8) 12.7 ( 9.1) 13.1 € 9:4) 
Rang ee ses ot a ees — 79 Sel 3.1 0.3 0.7 
Malaysia, West . 2. «8 1.0 4.2 1.0 —0.01 1.3 1.4 
Pakistan? of Ac iss SR aes 3.3 ( 4.0) 6.9 (13.8) 0.2(—0.04) 3.2 ( 5.8) 5.4 € 2.9) Sal 
Philinsine® «kp ow <6 ox Ss 4.9 ( 4.7) 6.9 ( 4.7) 0.6 ( 2.9) 3.2 ( 0.7) 5.0 (19.4) — 
Singapore Mate ore Tc se —_ 3.3 0.7 — 0.3 1.0 
a oS 5 2.2 ( 2.6) 4.0 22 2:1 0.8 1.9 
Viet-Nam, Republic of . . . -—— 43.8 (33.1) 26.9 ( 8.8) 22.0 (19.5) 36.6 (23.9)® 30.0 


Source: United Nations, Monthly Bulletin of Statistics, December 1970. 
* Rates of change in wholesale prices are the gures which appear in brackets. 
> Base year 1960 = 100. 
© Year ending 30 June. 
* Base year 1965 = 100. 
* Consumer price index for industrial workers only. 
* Base year 1961 = 100. 
* Estimate for Bangkok only. 


C. Economic developments in the ECAFE region: All three economies share a common problem, name- 
developed economies ly that the rate of inflation is excessive and that its 
causes can be attributed more to cost/push than to 
The major indicators of economic development demand factors. In Australia and New Zealand, agri- 
in the three developed countries of the ECAFE region cultural output is sluggish or declining, although the 
are given in table II-1-12. level of industrial output remains buoyant. 


Table II-1-12. ECAFE pEVELOPED ECONOMIES: 
MAIN ECONOMIC INDICATORS 


(percentage annual changes) 


Japen® Australia> New Zealand 


ae ee en, 
GNP (rel) . . . Cr 9.7 4.1 5.6% ss ey RSS 
Agricultural production . Acie ce —4.0 —3.0 —2.0 1.0 
Industrial output... 13.7 2.8 5.0 atk 5.3 7.0 
Bapalts =. « ‘oes. 16.3° 9.4° 23.0 6.5 14.1? 7 ae 
Tegerttd: ta 18.0° —0.9° 11.0 6.2 14.6" 24.6" 
Consumer price index . 7.3 4.8 3.2 4.8 6.5 9.2 


Source: See individual country papers in Part II of this Survey. 
* Fiscal year commencing | April. 
» Fiscal year ending 30 June. 
© Estimate only. 
* Gross domestic product. 
* Goods and services. 
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In Japan, the two major policy issues other than 
inflation are the persistent surplus in the balance of 
payments and the recession in the level of business 
activity. Current indications are that, despite the 
revaluation which has occurred in the yen, the ba- 
lance of payments surplus could increase in 1972 
because of the relatively greater effect of the reces- 
sion on imports than of other measures aimed at 
reducing the rate of growth of exports. At present, 
the level of private investment activity is actually 
declining in relation to its level of a year ago. Be- 
cause the effects of an increase in public investment 


expenditure are subject to a lag it will be some time 
before the planned increase in such expenditure has 
its effect on the level of economic activity and on 
the balance of payments. In the meantime, it is 
probable that Japan will reduce some of its controls 
on imports and increase its foreign aid programme. 
To some extent, however, the slowdown in the rate 
of increase in activity in the Japanese economy will 
adversely affect the raw material exports of other 
countries in the ECAFE region in late 1971 and early 
1972. 
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THE INTERNATIONAL MONETARY SITUATION 


A. Historical background 


The international monetary mechanism which 
was based on the Bretton Woods system, as reflected 
in Fund Articles and practices, depended on the stabi- 
lity of exchange rates around par values that were 
fixed and agreed with the Fund. The recent perva- 
siveness of inflationary conditions in several leading 
industrial countries, the ineffectiveness of the Fund 
in enforcing necessary fiscal and monetary discipline 
in their policies, and the reluctance of some of these 
countries to affect appropriate changes in exchange 
rates in time and in a manner most likely to restore 
equilibrium in their payments, threatened the success- 
ful functioning of the system. Only a small propor- 
tion of current gold output accrued to monetary 
reserves during the 1960s, and the growth of inter- 
national liquidity depended mainly on United States 
payments deficits. 


As of mid-1971, official gold holdings, at US$- 
41.27 billion, were no higher than at the end of 1962, 
and were lower than during 1964-1966. According 
to data published by the Fund, total reserves increased 
at only 2 per cent a year during 1960-1964 and at 
0.9 per cent a year during 1965-1968; yet, during 
this period, world trade recorded buoyant expansion. 
Following protracted discussions, it was agreed that 
the Fund should create SDRs, an unconditional 
reserve asset, in specified amounts, and allocate them 
to member countries of the Fund according to their 
quotas: 3.41 billion SDR units equivalent to US$3.41 
billion were allocated to 104 participants at 16.8 per 
cent of their quotas on 1 January 1970, US$2.95 
billion amount was allocated to 109 members at 10.7 
per cent of quotas on 1 January 1971 and US$2.95 
billion was allocated to 112 members at 10.6 per cent 
of their quotas on 1 January 1972. There has also 
been a quinquennial review and revision of quotas, 
which increases members’ drawing facilities from the 


Fund. 


The later 1960s were characterized by recurrent 
crises in gold and foreign exchange markets. There 
was basic disequilibrium in the payments position of 
some of the leading industrial countries, some having 
persistent surpluses and others deficits. In March 
1968, the two-tier gold system was devised, whereby 
leading central banks agreed no longer to supply gold 
from reserves to private markets. Following large- 
scale speculative buying of the deutsche mark, the 
German authorities closed official exchange markets 


towards the end of September 1969, and on 24 Octo- 
ber 1969, a new par value was set for the German 
currency reflecting an upward revaluation of 9.29 
per cent. Canada floated its currency on 31 May 
1970. 


The undervaluation of the deutsche mark, until 
it was revalued in October 1969, helped German ex- 
ports, and the undervaluation of the yen over the 
years has been a main element in the dynamism of 
Japanese exports and the growth of the Japanese 
domestic economy. Inflation in the United States, 
which made its exports less competitive and brought 
in larger imports to the United States market, resulted 
in a persistent payments problem for the United 
States. The current account surplus dwindled over 
the years and proved inadequate to cover net invest- 
ments and government outlays abroad. In 1970, an 
easy monetary policy was adopted in the United States 
to combat the continuing recession-in domestic 
economic activity, but, in the Federal Republic of 
Germany and some other leading industrial countries, 
monetary policy was one of credit restraint. Mainly 
due to the resulting interest rate differentials, there 
were sizable flows of short-term capital funds from the 
United States during 1970 to the Euro-dollar market. 


The interest rate differentials had narrowed by 
March-April 1971 but by then speculative forces had 
taken hold. The outflow of funds from the United 
States, initially into the Federal Republic of Germany 
but later into some other countries, especially Japan, 
assumed massive proportions in anticipation of 
changes in currency parities. During April-May, 
these speculative factors were more important than 
mere interest rate differentials. The capital flows 
were superimposed on an international payments 
situation that was itself clearly unsatisfactory. The 
exchange markets were all in turmoil. The Federal 
Republic of Germany and the Netherlands floated 
their currencies on 10 May 1971; Switzerland and 
Austria revalued their currencies. Several other cur- 
rencies joined in floating in quick succession. 


Faced with inflation and unemployment, and a 
precarious balance of payments situation, on 15 
August 1971, the United States announced a series 
of measures, domestic and external, including suspen- 
sion of the conversion of dollar balances into gold 
and other reserve assets and the imposition of a 10 
per cent import surcharge on non-quota imports. As 
all other currency values were defined in terms of 
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dollars, the floating of the dollar dismantled the inter- 
national monetary arrangements based on the Bretton 
Woods agreements. Most of the main currencies were 
floating against the dollar, but varying restrictions 
were imposed by the respective countries that inhibit- 
ed free floating; the controlled nature of the floating 
also manifested itself in the lopsided nature of cross 
rates, especially among the deutsche mark, the yen, 
and the French franc. 


Chiefly due to the outflows of short-term funds 
from the United States, total monetary reserves (gold, 
SDRs, reserve positions in the Fund, and foreign 
exchange) increased by as much as 22 per cent in 
1970 and the further accretion during January- 
September 1971 has been similarly large, in percent- 
age terms. These additions to reserves have gone 
mostly to a few industrial countries — the Federal 
Republic of Germany, Japan, Switzerland, France, 
and the United Kingdom. These recent accretions to 
international liquidity, from the huge buildup in 
holdings of United States dollars abroad, are of 
doubiful value from the viewpoint of the trade and 
other requirements of nations. Being highly volatile, 
their quality differs from the other components of 
reserves. 


As for developing countries, their reserves form- 
ed 21 per cent of total international reserves at the 
end of 1969; the proportion being a little less than 
20 per cent at the end of 1970; and, by June 1971, 
it was 18.5 per cent. In 1970, total exports of 
developing countries were US$54 billion, or 19 per 
cent of world exports, as against 23 per cent in 1963 
and even larger share in the 1950s. Thus, while they 
have been losing relatively in trade over years, de- 
veloping countries have not materially gained from 
the large additions to international reserves during 
1970 and 1971; in fact, but for SDR allocations, their 
absolute position is likely to have worsened as com- 
' pared with 1969. They were in no way responsible 
for the confusion in the international monetary situa- 
tion. The responsibility was with the leading indus- 
trial countries, so was the confrontation among them. 


The United States stated that a removal of its 
import surcharge was conditional upon action by 
other leading countries to let their currencies float 
freely and upon their taking specific steps to reduce 
barriers to United States exports. In the United 
States view, any change in the price of gold would 
be a retrograde step; the objective should be to 
reduce and eventually eliminate the role of gold in 
the international monetary mechanism. The United 
States was of the opinion that a US$11-13 billion 
improvement in its current account position was re- 
quired, but other leading industrial countries took 
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the view that the turn-round for the United States 


current account need be only of the order of US$6-8 
billion. 


If the disturbed and uncertain international 
situation had persisted, there was a danger that it 
might lead to retaliatory actions on the part of lead- 
ing industrial countries and that the rate of increase 
in the value and volume of world trade would be 
affected. Should such a development have occured, 
the effects upon developing countries would have been 
severe. Already confronting a dwindling flow of 
foreign assistance in real terms and a generally ad- 
verse shift in their terms of trade as a result of the 
inflation in the richer industrial nations, further res- 
trictions upon access to export markets would have 
exacerbated debt-servicing problems and _ seriously 
affected development efforts. 


B. Current developments’ 


The crisis provided an opportunity and an im- 
petus for reform, not a piecemeal approach to merely 
re-establish the old Bretton Woods system, but a 
comprehensive reform that would cover the mechan- 
ism of exchange rate adjustment and allow for appro- 
priate increases in international liquidity. In his 
concluding remarks at the closing joint session of 
the 1971 annual meetings of the Boards of Governors 
of the Fund and Bank Group, Mr. Schweitzer noted 
five issues on which there was a substantial measure 
of agreement; (1) failure to find a solution would 
entail real dangers; (2) substantial adjustment was 
required to deal adequately with the current im- 
balance in world payments, through the expeditious 
establishment for the major currencies of a realistic 
new structure of parities; (3) the realignment of 
currencies had to be accompanied by the introduc- 
tion of some* temporary widening of margins; (4) 
normal conduct of Fund operations needed to be 
resumed as promptly as possible; and (5) the longer- 
term evolution of the international monetary system 
should include a major increase in the role played 
by an internationally manager reserve asset — speci- 
fically SDRs—in the world reserve system. A 
resolution of the Executive Directors of the Fund was 
unanimously adopted by the Governors at the 1971 
annual meetings calling upon. all members “as prompt- 
ly as possible” to “establish a satisfactory structure 
of exchange rates, maintained within appropriate 
margins, together with reduction of restrictive trade 
and exchange practices”. ..and the Executive 
Directors were to report “without delay” to Governors 
on “measures that are necessary or desirable for the 
improvement or reform of the international monetary 
system.” 
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After intensive, bilateral and other, discussions 
and negotiations, the Group of Ten hammered out a 
set of new parities among the leading currencies. 
Accordingly, on 18 December 1971, the United States 
announced its decision to devalue the dollar by 7.89 
per cent in terms of gold, by raising the price of 
gold from US$35 to US$38 per fine ounce. This 
action awaits Congress approval. There was no 
change for the pound sterling, the Swiss franc or the 
French franc in terms of gold. The other major 
currencies, except the Canadian dollar which con- 
tinues to float, were revalued in varying degrees. 
The over-all average appreciation of major currencies 
in relation to the dollar is said to be 10 per cent, the 
Japanese yen showing 16.9 per cent revaluation, 
followed by the deutsche mark at 13.6 per cent, and 
other currencies less. The new parities would be 
allowed to fluctuate by up to 2.25 per cent either 
way. The new set of parities and wider margins has 
been approved by the Fund. On 20 December 1971, 
the 10 per cent import surcharge was removed by 
the United States. 


Now that the leading currencies are realigned 
and new parities have veen set for them, many 
developing countries of the ECAFE region have 
realigned their own currencies. Thailand, Nepal, the 
Philippines, the Republic of Korea, and Indonesia 
are maintaining their currency values unchanged with 
the United States dollar; Burma has devalued against 
the dollar by 10.97 per cent; Malaysia retains the 
gold parity, with sterling; and India revalued 3.03 
per cent against the dollar by linking itself with 
sterling at its latest floating market rate. 


C. Unresolved problems 


The realignment of currencies is an important 
first step towards a properly reformed international 
monetary system. There remain, however, impor- 
tant areas of uncertainty. These concern the policies 
that are to be carried out by the large industrial 
countries to restore full employment and reasonably 
rapid rates of economic growth; and the way in 
which the international monetary system is reformed 
to ensure the provision of adequate international 
liquidity, and to make future exchange rate adjust- 
ments easier. These areas of uncertainty are related: 
the willingness of countries to carry out expansionary 
domestic policies at the possible cost of a deteriora- 
tion in their balance of payments is, to a considerable 
extent, determined by the availability of international 
liquidity and by the degree of rigidity of exchange 
rates. The significance of this point becomes appar- 
ent when the role of the United States balance of 
payments deficits in the present operation of the 
international monetary system is considered. The 


United States deficits have been the main source of 
international liquidity since the early 1950s. If this 
source disappears as a result of the elimination of the 
deficit, a shortage of international liquidity may 
develop. This could induce countries to resort to 
contractionary domestic and restrictive trade policies. 
Furthermore, to the extent that other countries suc- 
ceed in protecting their balance of payments sur- 
pluses, the United States will fail to reduce its deficit. 


There is general agreement that a comprehen- 
sive reform of the international monetary system is 
needed, and that an internationally managed reserve 
asset — such as SDRs—should be predominant in 
the world reserve system. But there is not yet agree- 
ment about the specific nature of the reform required. 
At present, developing countries are excluded to a 
considerable extent from the decision-making process. 
Nevertheless, they are profoundly concerned that the 
international monetary system should function pro- 
perly. They have also a particular interest in the 
method used for the allocation of new liquidity 
(SDRs), and especially whether or not this should be 
linked to development aid. 


D. Likely impact on ECAFE developing countries 


The move towards more flexible exchange rates 
in recent months has taken two forms. First, there 
has been a widening of the margins around parity 
in which exchange rates are permitted to fluctuate. 
Secondly, there has been increased recognition of the 
desirability of less rigid rates by various institutions 
and age 


The adoption of less rigid exchange rates by the 
developed countries — which of course does not neces- 
sarily imply floating rates should have two benefi- 
cial effects on the developing countries. First, the 
reluctance for balance of payments reasons of some 
developed countries to give aid and to liberalize im- 
ports should be reduced. Secondly, the ability of 
the developed countries to maintain reasonable levels 
of employment and economic growth, without fear of 
a balance of payments crisis, is likely to result in a 
faster and more stable rate of growth in demand for 
the goods and services of developing countries. Fur- 
thermore, protectionist pressures within the developed 
countries are unlikely to be so strong under condi- 
tions of full employment and growth, so the possibility 
of the liberalization of controls on imports on specific 
industries, such as textiles, is also enhanced. 


One of the standard objections to exchange rate 
changes is that they increase uncertainty. Frequent 
changes in the exchange rates of developed countries 
could cause uncertainty in developing countries about 
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their terms of trade, stability of markets, and the 
value of foreign credits and liabilities. However, 
exporters and importers can always hedge in the 
forward exchange markets. Moreover, uncertainty 
has also come to exist under a system of rigid ex- 
change rates. In the light of experience since the 
Second World War, there can never be total con- 
fidence that any exchange rate will not in fact be 
altered. Furthermore, there can be _ uncertainty 
about alternative measures that might be used instead 
of an exchange rate adjustment, e.g. import sur- 
charges, sudden reductions in aid, controls on foreign 
investment, or fiscal policies aimed at reducing ag- 
gregate demand and the demand for imports. All of 
these measures impose problems for commerce and 
industry in developing countries and are likely to 
be just as serious as problems arising from frequent- 
ly adjusted exchange rates. 


Nevertheless, a move towards more flexible pari- 
ties and the realignment of exchange rates makes 
explicit a problem of economic management: namely, 
to what currency, if any, should the value of a 
developing country’s currency be tied. To leave the 
currency permanently aligned to that of one other 
country, when exchange rates between other countries 
are frequently changing, is likely to result in a sub- 
optimal exchange rate for the developing country. 
Individual developing countries are therefore likely 
to find it necessary to operate positive exchange rate 
policies and to be prepared to alter their rates to 
meet changing circumstances, including exchange 
rate realignment by the developed countries. 


The impact of the exchange rate realignments on 
developing ECAFE countries, as distinct from the 
impact of increased exchange rate flexibility, will de- 
pend upon the response of the developing countries to 
the alignments of the exchange rates of the developed 
countries and upon the general economic situation 
consequent to these changes. In particular, it will 
depend upon whether developed countries are pre- 
pared to expand their economies or whether they 
will continue to protect their respective balance of 
payments by contractionary domestic policies and 
import restrictions. 


Provided that the changes in exchange rates are 
accompanied by expansionary policies on the part of 
the developed countries, several favourable develop- 
ments can be anticipated. First, to the extent that 
the rate of economic growth in the United States 
accelerates, there would be an increased demand for 
primary products and a weakening of the protection- 
ist lobby against manufactured imports. Secondly, 
with a removal of international uncertainties, the 
reflation of economic activities in developed countries 
should proceed more rapidly, with associated positive 


effects on their imports from developing countries. 
Some shift in demand for certain types of manufac- 
tured goods to the more advanced of the developing 
countries in the ECAFE region can also be anticipat- 
ed. Finally, there may be a flow of investment capital 
from appreciating industrial countries to the develop- 
ing countries in order to take advantage of the in- 
creased competitiveness of ‘the latter. 


The exchange rate changes will also cause some 
difficulties for the developing countries. In particu- 
lar, the cost of their imports from the appreciating 
countries will tend to rise. In many cases, however, 
this could lead to a more realistic pricing of imports 
and encourage desirable import substitution. Another 
problem concerns the value of foreign exchange 
reserves held by developing countries. To the extent 
that these are held in United States dollar units, their 
real value will have fallen. The seriousness of this 
loss will depend upon the structure of each country’s 
trade as well as upon the structure of the foreign 
exchange reserves. On the other hand, developing 
countries which have liabilities either private or 
official — demoninated in terms of United States dol- 
lars gain to some extent from the devaluation of the 


dollar. 


It is difficult to generalize about the effect of 
the exchange rate changes on ihe balance of payments 
of the developing countries, but most of the coun- 
tries that have no or only a small appreciation of 
their exchange rate relative to the dollar can expect 
some improvement in their balance of payments in 
the intermediate term because of the effective depre- 
ciation of their exchange rates relative to other major 
trading countries. If the current changes in the 
international monetary situation result in expan- 
sionary conditions as described above, then the total 
effect, once the adjustments to the price changes have 
been made, should be favourable to the developing 
countries. However, if appreciating countries are 
not able to maintain output at full employment level 
and if the shortage of international liquidity results 
in surplus countries resisting any weakening of their 
balance of payments, the outlook for the developing 
countries will be less favourable. 


E. Conclusions 


The adoption of more flexible exchange rates 
and the realignment of currency values are likely to 
be beneficial to developing countries, providing that 
these changes occur in a way that encourages an 
expansion of world economic activity and trade. 


! More frequent changes in the exchange rates of 


the industrial countries should create no serious 
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problems for developing countries, although the latter 
countries would themselves be well advised to adopt 
more positive exchange rate policies so as to facili- 
tate adjustment to such changes 


The specific realignment of currency values 
might cause some problems to particular countries in 
the short run. These are unlikely to be severe once 
there has been time for adjustments to the relative 
price changes to occur, and they should be negligible 
when compared with the beneficial effects of an 
expanding world economy. 


Because of the importance of the international 
monetary system in providing a setting in which the 
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world economy can expand, the authorities of the 
developing countries should do their best to ensure 
that the realignment of exchange rates is accompani- 
ed by measures for the expansion of international 
liquidity, including aid. In particular, the interest 
of the developing countries in the operation of the 
international monetary system should be fully recog- 
nized in the institutional reforms that emerge. 


As far as ECAFE developing countries are con- 
cerned, the increased willingness of countries to co- 
operate in seeking satisfactory international financial 
arrangements augurs well for the development of 
regional projects, such as the Asian Clearing Union 
and an Asian Reserve Bank. 
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Chapter III 


CURRENT ECONOMIC DEVELOPMENTS AND POLICIES IN THE 
COUNTRIES OF THE ECAFE REGION 


Afghanistan 
Introduction 


Afghanistan’s GDP declined by 2.7 per cent 
during 1970/71 due mainly to a severe drought. 
Agricultural production dropped sharply and food- 
grain prices soared. Exports increased marginally 
while commercial imports rose. Foreign debt servic- 
ing liabilities increased further and the inflow of 
project aid fell. The balance of payments recorded 
a deficit on current account. 


Table II-3-1. AFGHANISTAN: 
MAJOR ECONOMIC INDICATORS® 


(Per cent changes) 


1969/70 1970/71 


1. GDP (at 1965/66 prices) . . . . 2.9 —2.7 
Dan Money sipply-— eee aa to: ee 18.2 >is 
Sa Exports: (USS million) « a). « = 81.9 83.6 
4. Commercial imports (US$ million) . 12.0 76.0 
5. Development imports (US$ million) . 44.2 27.6 
6. Change in foreign exchange reserves 

(USS: million) aes Wel. 9 ay) 520 0.1 
7. National price index (1961/62 = 100). —3.6 29.0 


* Fiscal years ending 20 March. 


Major economic developments 


Drought conditions prevailed in Afghanistan 
during 1970/71. The national index of precipita- 
tion fell from an average of 100 in the previous 14 
years to 70 in 1970/71. As a result, agricultural 
output declined sharply. All important crops suffer- 
ed, but the hardest hit were wheat and cotton, the 
production of which declined by 15 per cent and 10 
per cent respectively.!. The contribution of the agri- 
cultural sector to GDP declined by 10 per cent as 
against an increase of 2.3 per cent in 1969/70.’. 
Although foodgrain imports were increased substan- 
tially as the level of commodity assistance rose from 
$10 million in 1969/70 to $14.7 million in 1970/71, 


1Sce Survey of Progress, 1970-1971, Ministry of Finance, Govern- 
ment of Afghanistan. 


? Ibid. 


cereal prices increased by 48 per cent during the 
years. Given the importance of foodgrains in 
the over-all price index, the fact that the latter 
rose by only 29 per cent indicates that the other 
prices generally declined. Performance in manufac- 
turing was weak. Production of woollen textiles and 
cement declined by 34 per cent and 9 per cent res- 
pectively, as a result of reduced real incomes and a 
slowdown in development activity. 


Government revenue increased by 12.1 per cent 
to Af 5,718 million in 1970/71 while current expen- 
diture rose by 8 per cent due mainly to increased 
debt servicing and food subsidies. Deficit financing 
was reduced from Af 1,088 million in 1969/70 to 
Af 540 million in 1970/71. Development expendi- 
ture in local currency dropped by about 9 per cent 
to Af 1,743 million, while total development expen- 
diture in the public sector declined by over 23 per 
cent to Af 2,984 million during the year. 


Export earnings increased by 2 per cent to $83 
million in 1970/71. The increase was accounted for 
entirely by exports of natural gas while earnings from 
traditional exports declined. Commercial imports rose 
by 4.8 per cent. The balance of payments on cur- 
rent account showed a deficit of $9.9 million in 
1970/71 as against the deficit of $9 million in the 
previous year. Debt servicing liabilities increased 
from $23.7 million in 1969/70 to $26.2 million in 
1970/71. At this level they were over 26 per cent 
of the total foreign exchange earnings of Afghanistan. 


Recent measures 


Measures have been taken recently to improve 
economic performance. The Agricultural Bank has 
been reorganized with the assistance of the World 
Bank and UNDP and it has expanded its activities. 
The legislation establishing an Industrial Bank with 
the assistance of the World Bank has been passed by 
Parliament and the Bank is likely to start functioning 
shortly. The new civil service law, which provides 
for better working conditions and social security 
benefits, is likely to improve administrative efficiency. 


To salvage as much agricultural production as 
possible and to provide relief for the drought-afflicted 
rural population, the Government has been operating 
an emergency relief and works programme, under 
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which it has distributed~improved seeds and fertili- 
zers in areas where water was available and cultiva- 
tion possible. In other areas, wheat was distributed 
in payment of wages for such work as the digging 
of wells, construction of roads and repair of canals. 


In view of the increasing burden of debt servic- 
ing, the Afghan Government requested the donor 
countries in September 1971 to grant it a moratorium 
for two years and to reschedule debt repayments. 
The response from all donor countries was favourable. 


Outlook jor 1971/72 


The prospects for 1971/72 do not appear very 
encouraging. The drought has continued this year 
with greater severity. The national index of preci- 
pitation has dropped to as low as 57. The forecast 
for the wheat crop stands at 1.915 million tons which 
is 7.9 per cent lower than last year and about 22 
per cent lower than output in a normal year. Other 
crops could be similarly affected and livestock num- 
bers are likely to be reduced substantially. 


Since wool, karakul, fruits and nuts are Afghanis- 
tan’s main traditional exports and the output of most 
ef these items is likely to decline, export earnings 
from traditional exports may again decrease. Even 
if allowance is made for the likely further increase in 
gas exports, over-all export earnings may at best 
remain stagnant. Food imports, on the other hand, 
will need to be increased substantially; they may have 
to be at least partly financed out of Afghanistan’s 
own resources. The balance of payments is likely 
to be under increased pressure unless a moratorium 
on foreign loans is granted in the near future. 


There seems to be little prospect of a reversal 
in the declining trend in foreign project assistance. 
Particularly is this so in view of the deteriorating 
aid climate. It is also difficult for Afghanistan to 
provide complementary domestic resources. There 
are, therefore, prospects of a decline in GDP in 
1971/72, a further rise in the cost of living, a con- 
tinuation of depressed business conditions and a 
further increase in unemployment. 


Australia 
Iniroduction 


The Australian economy in 1970/71 was marked 
by the emergence of cost-push inflation which was 
not responding toe the use of conventional aggregate 
demand measures At the same time, the level of 
unemployment has increased above the normally 
tolerated Limit and the balance of payments situation 
has led to a very large accumulation of international 
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reserves. Table [I-3-2 sets out the major economic 
indicators for the economy. 


Table II-3-2. AusTRALIA: 
MAJOR ECONOMIC INDICATORS 


(in million Australian dollars, current prices) 


1969/70 1970/71 


Gross domestic product (current prices) . 30,107 33,028 
Farm output (current prices) NASET Ree 2,163 1,904 
Non-farm output (current prices) . . ~ 27,956 31,134 
Bxports:(fab:)) 42) sunday po a 4,218 
impex’s (abi) ace” A. eS 5 3,788 
International reserves . . . . . ; 1,678 2,280 
GDP (per cent increase in constant prices) — 3.9 


Exports (per cent per annum increase in 
eutsent prices). 02). eee ae) Bee 23.0 6.5 


Imports (per cent per annum increase in 


current prices) . . . 11.0 2 


Consumer price index (1966/67 = 100) . 109.4 114.6 


Source: Commonwealth Bureau of Census and Statistics. 


Recent economic changes 
(a) Wages and prices 


The most serious problem facing the Australian 
economy in 1971 was the inflation brought about by 
wage-push pressures. The consumer price index, 
which had been almost stable for several years in 
the early 1960s, rose by 6.5 per cent in the year end- 
ing September 1971. The faster pace of inflation 
coincided with a siackening in the labour market, 
registered unemployment rising from a low point of 
0.9 per cent in April 1970 to 1.5 per cent in Septem- 
ber 1971. During the twelve months to the June 
quarter of 1971, wage rates increased by 10.9 per 
cent and average earnings by 13.4 per cent, and, as 
a consequence, wages, salaries and supplements rose 
from 58 per cent of the gross domestic product at 
factor cost in 1969/70 to 61 per cent in 1970/71. 


The upsurge of wage-push inflation was generally 
thought to be a delayed consequence of the full 
employment that the Australian economy had enjoyed, 
with only mimor lapses, since the end of the Second 
World War. Trade unions had become more de- 
manding, and one consequence of the rising expecta- 
tions of employees was an increase in the frequency 
and severity of industrial disputes. The number of 
working-days lost through involvement in disputes 
rose from a low point of 705,000 in 1967 to 2,394,000 
in 1970, and, in the first eight months of 1971, was 
32 per cent higher than it had been a year earlier. 


Chapter III. Current Economic Developments and Policies 95 


(b) Expenditure 


The fiscal year 1970/71 was marked by a rise 
in the share of Government, and a decline in the 
share of private consumption in gross domestic ex- 
penditure and by a fall in the public and a rise in 
the private share of gross capital formation express- 
ed as a proportion of gross domestic expenditure. 
The decline in the share of private consumption was 
partly a result of a decline in the sector’s propensity 
to consume out of disposable income and to the 
increasing incidence of taxation. 


(c) Production 


On the basis of preliminary estimates, gross 
domestic product at constant prices increased between 
1969/70 and 1970/71 by almost 4 per cent. As the 
average level of employment rose between the two 
years by 3.7 per cent, the implication is that labour 
productivity increased by only about 0.2 per cent. 
The productivity increase in the previous year had 
been about 1.5 per cent, and, in the year before that, 
about 4.8 per cent. During the 1960s as a whole, 
production per employee rose by an average of about 
1.7 per cent per annum. The variations in produc- 
tivity were due mainly to changes in seasonal condi- 
tions in rural industry. 


The largest increases in production between 
1960/70 and 1970/71 were in the field of minerals. 
Crude oil production rose threefold to 93.9 million 
barrels for 1970/71, as a result of the development 
of the Gippsland field off the Victorian coast. Pro- 
duction of natural gas increased by 150 per cent to 
69,000 million cubic feet, chiefly from the new Vic- 
torian and South Australian fields. Mine output of 
nickel concentrate rose by 87 per cent to 292,000 tons. 
There were increases of 34 per cent in bauxite to 
10.9 million tons, 32 per cent in iron ore and con- 
centrate to 55.9 million tons, and 23 per cent in 
copper to 168,000 tons. Production of lead, zinc and 
gold fell, however, by 12 per cent, 14 per cent and 
7 per cent respectively. 


At the mineral processing level, there were in- 
creases of 18 per cent in the output of alumina and 
30 per cent in the output of refined aluminium. 
Production of iron ore pellets rose by 16 per cent. 
There were smaller increases in the output of pig iron 
and refined copper. 


The fortunes of the building industry were vari- 
able. Expenditure on new houses and flats and 
government construction expenditure was almost stag- 
nant in 1970/71 compared with 1969/70, but statis- 
tics for the first quarter of 1971/72 indicate an in- 
crease in the rate of construction activity in both 
areas. Private business construction expenditure 


remained buoyant in 1970/71 and approvals for con- 
struction in the first three months of 1971/72 were 
running 21 per cent above those of a year earlier. 


The output of motor vehicles had reached a 
record level of 481,000 units in 1969/70, but declined 
to 453,000 units in 1970/71. There was a sharp 
recovery in the first two months of 1971/72 to the 
equivalent of an annual rate of about 500,000. 


Rural output fell in 1970/71, though by less than 
the 4 per cent decline of the previous year. Wheat 
production was down by about 30 per cent as a result 
of lower quotas and adverse seasonal conditions. 
Deliveries of wool were 7 per cent lower than in 
1969/70, and the output of scoured and carbonized 
wool fell almost twice as far. There were rises in 
the production of sugar, butter, meats, and cereals 
other than wheat. Although the level of farm stocks 
declined during 1970/71, there was a substantial 
carry-over of wheat and wool at the end of the finan- 
cial year as a result of government acquisition poli- 
cies. 


(d) Foreign trade and payments 


Between 1968/69 and 1969/70, merchandise ex- 
ports, measured at current prices, increased by 23 
per cent, and imports by 11 per cent. The increases 
in 1970/71 were much lower at 6.5 per cent and 6.2 
per cent respectively. The credit balance of $430 
million on merchandise trade in 1970/71 was more 
than offset by the net deficit of $1,207 million on 
transportation, investment income and other invisible 
items, although this was only 2.6 per cent higher than 
in 1969/70. Capital inflow continued its momentum 
to yield a net $1,378 million for the year. In conse- 
quence there was an increase of $602 million in the 
economy’s net reserves of gold and foreign exchange, 
as compared with an increase of $37 million in the 
previous year. At the end of June 1971, the official 
reserve assets stood at $2,280 million, which was 
equal to 45 per cent of total imports of goods and 
services during the year. 


The September quarter of 1971 produced a fur- 
ther merchandise trade surplus of $147 million, a 
deficit on invisibles of $307 million, and thus a cur- 
rent account deficit of $161 million. The net appar- 
ent capital inflow of $420 million led to a further rise 
in reserves of $259 million. 


A decline of 28 per cent in the value of wool 
exports, arising from reductions in both quantity and 
price, was a major factor in the slackening in the 
rate of growth of exports between 1969/70 and 
1970/71. In 1970/71, for the first time, non-rural 
exports were roughly equal-to rural exports. 
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About 40 per cent of the decrease in the rate 
of growth of imports in 1970/71 was accounted for 
by a reduction of $66 million or 26 per cent in im- 
ports of petroleum, as a result of the development 
of the Gippsland field. On the other hand, imports 
of iron and steel rose by $43 million or 45 per cent 
because of the failure of domestic production to keep 
pace with demand. 


Recent policy developments 
(a) Employment and inflation 


Although the goals of Australian economic policy 
are seldom announced, it is possible from time to time 
to infer particular targets from the pronouncements 
and actions of the Federal Government. 


During the period from 1965 to 1969, an unem- 
ployment level of about 1.0 to 1.3 per cent of the 
labour force seemed to be acceptable to the Govern- 
ment, together with a rate of increase of about 3 per 
cent per annum in consumer prices. 


The consumer price index began to exceed the 
accustomed rate of increase at the end of 1969 and 
unemployment passed the customary target in the 
middle of 1971. The inflation was clearly of the 
wage-push type which had already become a serious 
problem in Britain and other Western European coun- 
tries. In this situation the slightly deflationary 
federal budget of August 1970 could do little more 
than induce unemployment. 


During 1970, the Commonwealth Arbitration 
Commission, which through its wage awards tends to 
set the level of prescribed minimum wage and salary 
rates throughout Australia, found its influence on the 
industrial scene diminishing noticeably. The symp- 
toms of this reduction in authority were the rapid 
growth of strikes and the widening gap between 
award wages and the amounts that trade unions were 
actually extracting from employers. 


The reaction of the Federal Government to the 
acceleration of wage-push inflation was to apply the 
remedies appropriate for demand-pull inflation. In 
February 1971, it suspended the provision under the 
income tax law for a 20 per cent investment allow- 
ance on manufacturing plaut and equipment. In 
May, it announced a reduction in the immigration 
target for 1971/72 from 170,000 to 140,000 settlers 
and the federal budget for 1971/72 contained tax 
increases which would increase revenue by 12.8 per 
cent. The Government’s domestic outlay was to go 
up by only 11.7 per cent, a good deal less than the 
14.9 per cent rise of the previous year. 
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Monetary policy was used in a contrary direc- 
tion with the first major reductions in government 
interest rates taking place since 1961. These interest 
reductions were in part response to the downward 
trend in interest rates which has been occurring 
overseas. 


(6) The allocation of resources 


The comparatively modest growth performance 
of the Australian economy in the period since the 
Second World War was due in part to the small and 
scattered nature of the domestic market, which made 
it difficult to take full advantage of economies of scale 
in production and distribution, and limited the scope 
of maintaining efficiency through competition. 


The tendency towards the proliferation of rela- 
tively small-scale enterprises and industries was rein- 
forced by the long-established policy of tariff protec- 
tion. In its report for 1970/71, the Tariff Board 
estimated that the average rate of available effective 
protection for each of the thirty-one manufacturing 
industry groups in the economy, measured in relation 
to their value added, varied from zero to 120 per 
cent, with a weighted mean of 46 per cent. In April 
1971, the Minister for Trade and Industry announced 
that the projected general review of the level of pro- 
tection would begin with the tariffs on machinery and 
metal manufactures. 


In May 1971, federal legislation was passed to 
extend the coverage of the Trade Practices Act to 
prohibit resale price maintenance and the new provi- 
sions came into force in August. 


Further attempts were made during 1971 to 
remedy the depressed state of some sectors of rural 
industry. In December 1970, the federal and state 
governments had reached agreement in principle on a 
rural reconstruction scheme, under which there would 
be an adjustment of farmers’ debts and financial 
support for farm improvement and for the retraining 
of sub-marginal farmers for employment outside rural 
industry. The training scheme came into operation 
at the beginning of October 1971. The state govern- 
ments had all earlier agreed to administer loans to 
farmers for debt reconstruction and farm improve- 
ment, in cases where there was a reasonable prospect 
of long-term commercial viability and finance was not 
available from normal sources. 


These moves were not wholly consistent with the 
longstanding policy of supporting farmers in their 
existing patterns of production by means of govern- 
ment subsidies and of domestic market prices in 
excess of export parity. The wool-growing industry, 
in particular, succeeded during 1971 in obtaining a 
very large measure of new government support against 
the effects of the decline in its output prices. 
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Prospects and problems 
The control of inflation 


It became increasingly evident during 1971 that 
new policies were needed to deal with the growing 
problem of wage-push inflation. By November, six 
months of talks between representatives of the Govern- 
ment and of unions and employers had failed to 
produce agreement on means of reforming the indus- 
trial arbitration machinery to promote greater stabi- 
lity of costs and prices and to reduce the waste incur- 
ced through disputes. The unions, in particular, con- 
tinued to resist all proposals for sanctions against 
breaches by them of awards and agreements. 


In the 1971 national wage case, the unions lodged 
claims for an increase of $12.50, or about 22 per cent, 
in award wage rates, and an increase in the minimum 
wage from $46 to $70 per week. The hearing has 
been postponed until February 1972. 


Meanwhile there was increasing public discussion 
of methods of reducing the rate of inflation without 
at the same time causing serious unemployment. After 
the introduction of emergency measures in the United 
States, in August 1971, to limit the increase in incomes 
and prices, a substantial body of opinion in Austra- 
lia began to press for the adoption of a similar 
policy. Other measures suggested include tariff re- 
ductions, the appreciation of the exchange rate, a 
stronger policy against restrictive trade practices, 
including those operated by unions, and differential 
taxation of enterprises which granted pay increases 
in excess of a norm. 


The most likely prospect for 1972 was one of 
continued inflation at a rate of between 5 and 7 per 
cent per annum, and an increase in registered un- 
employment to between 1.7 and 2.0 per cent of the 
labour force. Any substantial change in this prospect 
depended on the Government’s developing and apply- 
ing 2a new approach to macro-economic management; 
and the lags inherent in the economy were such that, 
even on the most optimistic assumptions, significant 
results could not be expected before 1973. 


The recent realignment of the exchange rates of 
the major industrial countries resulted in a com- 
promise move by the Australian Government. Ba- 
lancing the precarious position of its primary indus- 
tries against its strong surplus balance of payments 
position, it appreciated slightly relative to the United 
States dollar but devalued substantially in terms of 
the currency of its major trading partner, Japan. 


The decision of the United. Kingdom House of 
Commons in favour of joining the European Econo- 
mic Community introduced an additional dimension 
into the prospects for Australian trade and payments. 


It had become clear that there was no hope of preserv- 
ing preferential entry into the British market for 
Australian rural exports. 


On 7 June, Australia became the twenty-third 
member of the Organization for Economic Co-opera- 
tion and Development. Although not a major impor- 
tance in itself, this event could perhaps be regarded as 
a prelude to more active Australian participation in 
international economic affairs, especially in the Asian 
and Pacific region. 


British Solomon Islands Protectorate! 


Introduction 


It should be noted that, because the Protectorate 
is part of the Australian monetary system, there is 
no balance of payments problem in the conventional 
sense. Like a region of a national economy, if ex- 
port receipts or capital flows fall, the level of internal 
economic activity falls and imports decline. During 
1970, the per capita GDP at current market prices 
(including an approximate estimate of gross subsis- 
tence product) of the British Solomon Islands Pro- 
tectorate increased from A$156 to A$167. In ag- 
gregate terms, monetary GDP increased by A$2.6 
million to A$15.3 million and gross subsistence pro- 
duct increased by A$1.1 million to A$11.9 million. 
The trade deficit, which persisted throughout the 
1960s, continued to grow as a result of increased im- 
port demand. 


The instability of export prices continues to give 
concern. Other problems are the rising cost of food 
imports, the economy’s dependence on foreign aid and 
the shortage of indigenous skilled manpower. 


Table II-3-3. British Sotomon ISLANDS 
PROTECTORATE: MAJOR ECONOMIC INDICATORS 


(in million Australian dollar) 


1969 19708 
1. GDP at market prices (monetary sector) 12.7 $5.3 
2. Gross subsistence product . . . . 10.8 11.9 
‘Total GDP (h- 2) 5) Se see Se 27.2 
Total GDP per capita (A$). . . . 156 167 
awe ee ae a Ses 6.5 7.0 
TM GORS "ia den cone ce a, Bn 8.5 10.0 


* Preliminary figures. 


1 This is the first time that the British Solomon Islands Protectorate 
has been included in the Economic Survey of Asia and the Far East. 

The Solomons lie just south of the equator, some 1,000 miles 
northeast of the Australia. 

The Protectorate is a British dependency, but in 1970 a constitu- 
tion was introduced which provides for a Governing Council with an 
elected majority and requires the High Commissioner to seek its advice 
on most matters. Further constitutional advance towards indepen- 
dence is expected following a general election in early 1973. 
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Recent economic developments 
(a) National income 


Preliminary estimates of national income were 
first prepared by the 1968 IBRD Mission. These have 
been subsequently revised and updated, and some of 
the results are shown in table II-3-3. The figures 
refer to current prices and should be treated with 
considerable caution. In particular, the figures for 
gross subsistence product are only rough approxima- 
tions. 


In the last decade, money national income was 
highly dependent upon external aid. In 1969, it was 
equal to 41 per cent of the GDP generated in the 
monetary sector. The main source of income growth 
has been in the government sector. In the private 
sector, it is probable that in real terms domestically 
generated income in a per capita basis fell in the 


period 1960-1969. 


Per capita income values do not reveal the large 
degree of income disparity which exists between non- 
indigenous and indigenous income earners. In 1969 
some 37 per cent of total wages and salaries were re- 
ceived by non-indigenous workers, although they 
comprised only 7 to 8 per cent of the work force. 
In the indigenous sector, practically the whole of 
household money income accrues from sales of copra. 


(b) External trade and payments 


In 1970, the value of exports reached A$7.0 
million, copra comprising approximately one half and 
log exports about 40 per cent of total exports. Japan 
was the major source of export demand, taking over 
50 per cent of exports in 1970 and purchasing vir- 
tually all of the log exports. Imports were approxi- 
mately A$10 million and the balance of trade was 
in deficit. Imports, which consisted mainly of trans- 
port equipment (30 per cent), food (20 per cent) 
and manufactured goods (18 per cent), were purchas- 
ed primarily from Australia and the United Kingdom. 


(c) Public finance 


The main souree of government revenue is 
customs and excise duties which account for nearly 
one half of local revenue. Export duties have tradi- 
tionally been imposed upon primary produce, but the 
Government is currently reviewing its policies in this 
respect as there is little doubt that these have had an 
adverse effect on copra exports and investment in the 
plantation sector. Direct taxation, timber levies and 
royalties and the sale of stamps to philatelists are also 
major sources of revenue. There is a recurrent budget 


deficit which is financed by the United Kingdom 
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Government by means of a grant-in-aid. In 1970, the 
erant-in-aid totalled A$2.3 million; this was reduced 
to A$1.9 million in 1971 and will be held at that 
level in 1972. Recent changes in budgetary proce 
dures make comparative analysis difficult, but 1970 
actual figures were as follows: 


Recurrent budget 1970 


Local revenue . A$4,568,096 
Grant-in-aid ..... 2,314,659 
Total revenue ... 6,882,755 
Expenditure ...... 6,872,934 


The capital budget, in which expenditure is ex- 
pected to reach A$5 million in 1972, is almost entire- 
ly financed by United Kingdom development aid. 


Current policy issues 


In 1971, the sixth five-year plan came into 
operation, Strong emphasis has been placed upon 
the development of the economic infrastructure (29 
per cent of total expenditure), natural resources 
development (25 per cent) and education (15 per 
cent), The main objectives of the plan are the 
general diversification of the economy and a reduced 
dependence upon foreign financial assistance, particu- 
larly in the public sector, 


Particular attention is placed on agriculture and 
the improvement of transport facilities, Poor market- 
ing and transport facilities have acted as strong dis- 
incentives to increased productivity. Agricultural 
diversification is planned in areas such as cattle and 
cocoa, so as to move away from the single crop, copra, 
exports of which remained static at around 25,000 
tons per annum during the 1960s. 


In the area of mineral development, negotiations 
between the Government and a Japanese company for 
the mining of bauxite are now in an advanced stage. 
Deposits of bauxite are estimated to be in excess of 
60 million tons. However, mining may be delayed 
in view of the world over-production of bauxite which 
is not expected to be overcome before 1975. For 
similar reasons delay in commencing nickel extrac- 
tion is also likely. 


The Government is anxious to increase the 
amount of processing of agricultural and other pro- 
ducts that is done within the Protectorate. In agri- 
culture, palm oil and coconuts offer possibilities, and 
the allocation of forest areas to logging companies 
now depends upon their agreement to undertake some 
local processing. The possibilities of processing 
bauxite into alumina is also being investigated, 
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In 1969, a manpower survey showed that non- 
indigenous manpower accounted for over 80 per cent 
of post-secondary education level manpower. As a 
result, public expenditure upon education in the cur- 
rent plan period is directed primarily towards the 
development of secondary and tertiary education. 


Economic outlook 


As a result of the programme of diversifica- 
tion and development of the Protectorate’s natural 
resources under the sixth plan, the dependence on two 
export commodities, copra and timber, is expected to 
fall by the mid-1970s. The trade deficit is also ex- 
pected to decline in the later 1970s when policies 
dirécted towards export expansion and import substi- 
tution in basic foodstuffs have their impact. Self- 
sufficiency in rice production should be achieved in 
O72: 


Given the very limited opportunities for the ex- 
pansion of manufacturing, the areas of greatest po- 
tential for future development are timber, mineral ore 
refining and the further processing of agricultural 
products. At present, developments in these areas 
depend upon foreign markets and capital. Develop- 
ment of these sectors is essential, however, if the 
Protectorate is to move away from the vulnerable 
situation in which it now finds itself. 


Burma 
Introduction 


With the exception of the mining, construction 
and banking sectors, all major sectors of the 
economy showed gains in output. In the agri- 
culture sector, programmes for modernization and 
diversification continued to receive priority of 
implementation. Activities in the manufacturing 
sector were centred mainly on the establishment 
of import-substitution industries and those sup- 
porting agriculture, while, in the mining sector, ex- 
ploration for oil and prospecting for minerals con- 
tinued. The foreign trade balance and the balance 
of payments continued to be unfavourable due to 
the continuing fall in the price of rice, the principal 
export commodity. A twenty-year long term plan, 
divided into five four-year plans, was adopted in 1971, 
with the first four-year plan coming into effect from 
1 October 1971. 


Major developments in 1970/71 


(a) Production trends 


Output rose in all sectors except mining, con- 
struction and banking. Increases of around 8 per 


cent were recorded in the agriculture, livestock and 
fishery, forestry and trade sectors, while the manu- 
facturing sector recorded an increase of as much as 
15 per cent. Gross domestic product in constant 
(1969/70) prices was K 10,557 million! in 1970/714 
which was 6,2 per cent higher than in 1969/70, How- 
ever, due to the increase in population, per capita 
output rose only by 3.9 per cent to K 374 in terms 
of 1969/70 prices. Due to an import surplus of 
K 257 million, there was a 6,3 per cent rise in goods 
and services available for domestic consumption 
which rose by 9.5 per cent over the previous year, 
Investment rose by 14,4 per cent between the two 
years, 


During 1970/71, the sown acreage under various 
crops was 22.34 million compared with 21,76 million 
in 1969/70. Due to favourable weather as well as 
to the improvement in techniques of cultivation and 
the use of fertilizers, output of all major crops in- 
creased, Paddy output rose to 8.03 million tons, 
which was 2.2 per cent over the 1969/70 level of 
7.86 million tons. A marked increase in the output 
of sugarcane was recorded, standing at 1414 thou- 
sand tons compared with 1,291 thousand tons in the 
previous year. Cash incentives were mainly respon- 
sible for the continued increase in output of oilseeds: 
groundnut production rising by 19.2 per cent and 
sesamum by 30 per cent. Substantial increases were 
also recorded for jute, cotton and wheat, Efforts 
towards modernization and diversification in. agricul- 
ture continued during 1970/71. Among other de- 
velopments, the prices of fertilizers were reduced, 
there was an increase to 10 per cent of the totals 
in the area planted with high-yielding rice seed 
varieties, a considerable extension of irrigation faci- 
lities occurred, and increased emphasis was placed on 
the development of improved seed yarieties and live- 
stock strains. 


Production of timber, both teak and hardwood, 
rose in 1970/71. Teak production by the State Tim- 
ber Board was 358 thousand cubic tons, compared 
with 301 thousand cubic tons in 1969/70, while total 
hardwood production was 921 thousand cubic tons as 
against 912 thousand cubic tons in the previous year. 
Re-afforestation of the dry zone has now been com- 
pleted. The milling capacity of the State Timber 
Board was also increased. 


Crude oil production was 217 million gallons in 
1970/71: 12 million gallons more than in the pre- 
vious year. The Myanma Oil Corporation’s aerial 
surveys last year indicated the presence of oil deposits 


1 Unless otherwise stated, all prices are in Burmese kyats. In 
August 1971, 4.81 kyats = US§$1. 


2 Fiscal year ending 30 September. 
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under Burma’s coastal waters, and a loan of US$10 
million (for a period of 25 years at 3 per cent rate 
of interest) has been obtained from Japan to carry 
out more extensive offshore oil exploration. As re- 
gards minerals, output of lead, tin, tungsten and coal 
rose, while that of zinc, copper, antimony declined. 


A rise of 4.8 per cent was recorded in the value 
of output in the manufacturing sector, standing at 
K 5,670 million in 1970/71 as against K 5,408 million 
in 1969/70. All groups of industries in the sector 
showed progress. The mineral-processing group 
registered the largest increase, with the value of pro- 
duction rising by K 64.3 million from K 362.3 million 
in 1969/70 to K 426.6 million in 1970/71. There 
was a slackening in the rate of growth in the value 
of food manufacture, the major component, but it still 
registered an increase’ of K 47.8 million. Substan- 
tial increases were also recorded in the value of pro- 
duction of transport vehicles, personal goods, and 
industrial raw materials. Apparel manufacture re- 
covered from the previous year’s setback. Priority 
is given to industries whose products aid import sub- 
stitution and support agriculture. Plants and fac- 
tories under construction during the year under review 
include an additional fertilizer plant, a cigarette fac- 
tory, two textile complexes, a cotton-waste spinning 
plant and two brick factories. 


During 1970/71, total installed capacity of the 
Electricity Supply Board was 196.52 megawatts. 
Total energy generated was 570 million kWh, an 
increase of 20 per cent above the 1969/70 level, 
while power consumption also rose by 20 per cent 
from 339 million kWh in 1969/70 to 419 million 
kWh in 1970/71. Approximately 53.8 per cent of 
the power utilized was by the industrial sector while 
the rest was mainly for domestic lighting. Construc- 
tion of the K 28 million multipurpose Mobye Dam 
begun in 1967 is now complete and the reservoir has 
been collecting water since July 1971. 


Expansion in the capacity of the government 
transport systems resulted in a steady annual increase 
of around 4.7 per cent in the value of output in the 
transportation sector, 


Progress has continued in the area of public 
health and education. Of particular note is the work 
under the Illiteracy Eradication Campaign, which 
won for Burma the 1971 UNESCO prize for out- 
standing work in this area. 


(b) Government finance 


Comprehensive government receipts and expen- 
diture in the revised estimates for 1970/71 amounted 
to K 7,691 million and K 8,351 million, compared 
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with the 1969/70 actual receipts of K 7,124 million 
and actual expenditure of K 7,656 million. On the 
receipts side, revenue from important taxes, such as 
income, customs and commercial taxes, was, in all 
cases, below the 1969/70 level. However, higher 
receipts from public enterprises resulting from their 
expanding activities more than compensated for the 
fall in tax receipts. On the expenditure side, there 
was an increase of K 695 million or 9 per cent be- 
tween the two fiscal years due partly to an increase 
in expenditure on public enterprises and partly to an 
increase in the cost of administration and debt servic- 
ing. Public capital expenditure totalled K 868 million, 
about K 138 million higher than that for 1969/70. 
The excess of expenditure over revenue amounted to 
K 660 million: this was financed by external assis- 
tance amounting to K 334 million, drawing down of 
cash balances by K 321 million and people’s savings 
of K 5 million. 


1971/72 is the first year of th. first four-year 
economic plan (1971/72 to 1974/75) and the budget 
for 1971/72 has been drawn up in accordance with 
the principles laid down in the guidelines approved 
at the Party Congress in July 1971. Comprehensive 
government receipts for 1971/72 are estimated at 
K 8,347 million and expenditure at K 9,023 million. 
Expected receipts from most of the important taxes 
are below the 1970/71 levels and the increase in total 
receipts reflects the expanding activities of public 
enterprises. On the expenditure side, among other 
items, general administration expenditure will rise 
by 5 per cent to K 1,657 million, but there will be 
a slight decline in debt servicing. Public capital 
expenditure will rise from K 868 million to K 1,029 
million. Of this total, 36.4 per cent will be for manu- 
facturing, 12.0 per cent for transport and commu- 
nication, 11.2 per cent for mining and 10.1 per cent 
for agriculture and irrigation and livestock and fish- 
eries. The excess of expenditure over receipts is 
estimated at K 676 million: this will be financed by 
foreign assistance totalling K 404 million, people’s 
savings of K 5 million and the drawing down of cash 
balances by K 267 million. 


(c) Price level 


The general price level which reached its peak 
in 1968 has since been falling. Food prices and 
clothing prices in particular have been falling during 
the last three years. Wages, on the other hand, have 
remained stable, resulting in a rise in real incomes, 


(d) Foreign trade and balance of payments 


The value of exports for the first nine months 
of the fiscal year 1970/71 amounted to K 405 million. 
In view of brisk sales of rice in the second half of 
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the fiscal year, the volume of rice exports for the 
whole fiscal year is expected to exceed the previous 
year’s level of 660,000 tons. However, on account 
of lower export prices received, the value of rice 
exports in 1970/71 is likely to fall short of the pre- 
vious year’s level. The value of timber exports is 
expected to exceed the previous year’s level of K 114 
million, but the increase is likely to be offset by 
the decline in earnings from export of metals and ores 
which totalled K 32 million last year. The value of 
other agricultural products as a whole is likely to 
remain at the previous year’s level of K 89 million, 
as the gain in animal feed is offset by the decline in 
the export of pulses. 


The export price of rice continued to fall in 
1970/71 to half of the previous two years’ level, 
while export prices of other commodities did not 
show any significant change between the two fiscal 
years. 


Imports are expected to rise from a level of 
almost K 800 million in 1969/70 to K 880 million 
in 1970/71 and to rise further in 1971/72 to over 
K 900 million. 


Non-trade receipts, which fell from K 77 million 
in 1969/70 to about K 65 million in 1970/71, are 
expected to recover to a level of K 73 million in 
1971/72. Non-trade payments, which totalled K 151 
million in 1969/70 and about K 160 million in 
1970/71, are expected to reach a level of K 124 
million in 1971/72. 


Outlook for 1971/72 


In fiscal year 1971/72, the first year of the first 
four-year plan, GDP is expected to go up by 5.4 
per cent, compared with the planned increase of 8.5 
per cent and actual increase of 4.2 per cent in 1969/ 
70, and with the planned increase of 4.8 per cent and 
actual increase of 6.2 per cent in 1970/71. 


While the first four-year plan aims at an average 
annual rate of increase in per capita income of 2.1 
per cent, and of per capita consumption of 2.2 per 
cent, the first year of the plan provides for corres- 
ponding rates of increase of only 1.6 per cent and 
0.6 per cent. This is due to smaller net imports, to 
smaller reductions in stocks and to increased invest- 
ment than in the preceding year. Out of a total 
investment of K 1,395 million or 12.4 per cent of 
GDP, K 1,026 million or 74 per cent of the total 
comes from the public sector. This compares with a 
planned investment of K 907 million and actual in- 
vestment of K 730 million in 1969/70, and with a 
planned investment of K 988 million and actual 
investment of K 868 million in 1970/71. 


Public revenue, which includes income tax (35 
per cent), custom duties (13 per cent), excise duties 
(10 per cent), commercial taxes (9 per cent), and 
land, forest and mining rents (7 per cent), is expect- 
ed to fall to a level of K 1,439 million in 1971/72 
from K 1,504 million in 1970/71. The decline in 
income tax is due to the fall in public corporation 
income resulting from the sharp fall in the inter- 
national price of rice. On the other hand, govern- 
ment non-developmental or current expenditure rose 
steadily from K 1,728 million in 1969/70 to K 1,836 
million in 1970/71 and is expected to increase fur- 
ther to K 1,861 million in 1971/72. 


The gap arising from the fall in tax revenue and 
the increase in public consumption is to be met by 
the continued increase in the surplus of public enter- 
prises and the substantial increases in foreign assis- 
tance. The amount of external assistance rose from 
K 196 million in 1969/70 to K 334 million in 1970/71 
and is expected to rise further to K 405 million in 


1971/72. 


On the eve of the implementation of the first 
four-year plan, there were two significant develop- 
ments in the planning mechanism. The 1970 Co- 
operatives Scheme was intended to revitalize and ex- 
pand the role of co-operatives and to improve the 
general distribution of consumer goods. The balance 
method continues to be used in over-all planning, 
but, for medium-term and annual planning, detailed 
regional plans have also been drawn up for over 300 
townships. 


Ceylon 
Introduction 


In Ceylon, the pace of economic activity slacken- 
ed in 1970,.and the production trends in the first 
seven months of 1971 do not indicate that a revival is 
at hand. Output of tea, rubber and paddy (in the 
1970 maha season) are below their previous levels. 
“The outbreak of insurgent activities and its conse- 
quent disruption of almost every sector of the 
economy in varying degrees”! affected Ceylon’s 
economic performance in 1971 and it is officially 
estimated that GNP will have grown by about 1 per 
cent in 1971] and will regain its 1970 level in 1972. 
Ceylon had to mobilize external resources, incurring 
a significant amount of short-term external liabili- 
ties, to finance not only the deficit in the current ac- 
count but also its debt servicing. In the first half of 
1971 it had programmed for a sizable reduction in 
its current account to achieve a much needed increase 


1 Minister of Finance: Budget Speech 1971-72, 10 November 1971, 
p. 8. j 
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in its foreign exchange reserves. With its economic 
growth vitally dependent on imports, Ceylon decided 
in its 1971/72 budget to adopt measures for curtailing 
consumption and increasing domestic saving. 


Recent eccnomic developments 
(a) Production trends 


At constant prices, the gross national product 
increased by only 4.1 per cent in 1970, as compared 
with 7.9 per cent in 1968 and 5.1 per cent in 1969. 
The output of the manufacturing and construction 
industries, whose expansion had contributed directly 
and indirectly to the exceptionally high growth rates 
of the gross national product in the preceding two 
years, increased by only 8.6 per cent, as compared 
with 14.0 per cent in 1968 and 11.3 per cent in 1969. 
The deceleration of activity in the manufacturing and 
construction industries was accompanied by a sharp 
fall in the rate of expansion of the services sector. 
The output of transport, storage, communications and 
wholesale and retail trade services increased by only 
1.7 per cent, as against 5.6 per cent in 1968 and 9.1 
per cent in 1969. Agricultural output, which ac- 
counts for over a third of the gross national product, 
rose by 3.6 per cent in line with the average rate of 
increase over the past few years. There were, how- 
ever,-significant differences in the rates of growth of 
different crops. The production of tea, Ceylon’s ma- 
jor export, fell by 3.3 per cent, while coconut pro- 
duction was virtually unchanged. The output of rub- 
ber increased by 5.4 per cent. In contrast to the poor 
performance of export crops, impressive growth rates 
were achieved by crops grown exclusively for domes- 
tic consumption. Paddy production increased by 16.5 
per cent, while the value of subsidiary foodstuffs also 
increased by 24.5 per cent. 


(b) Balance of payments restraint 


Ceylon continued to experience a severe foreign 
exchange constraint on its development. The struc- 
tural features of the Ceylon economy are such that 
its prosperity is closely linked to the availability of 
imports. In 1970, there was a sharp fall in imports 
as a result of measures taken by the Government, 
and the volume of imports of all goods fell by 6 per 
cent. Much of this contraction was concentrated on 
imports of raw materials, the volume of which de- 
creased by as much as 17 per cent. 


The curtailment of imports afforded some relief 
to the balance of payments. In 1970, total import 
payments fell by 12 per cent from Rs 2,655 million to 
Rs 2,336 million. The balance of payments also 
benefited from a slight improvement in export earn- 
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ings. After several years of stagnation, export re- 
ceipts increased by 5.3 per cent from Rs 1,909 million 
to Rs 2,011 million. The increase in export proceeds 
was primarily due to a 4 per cent increase in volume, 
which was partly achieved by running down stocks. 
There was only a marginal improvement in export 
prices, which increased by 0.5 per cent. As a result 
of these movements, the deficit in the merchandise 
account amounted only to Rs 325 million, as com- 
pared with the record level of Rs 746 million in the 
previous year. The deficit in the services account 
increased from Rs 90 million to Rs 128 million, main- 
ly as a result of the increase in interest payments on 
Ceylon’s foreign debt. Consequently, the total deficit 
on goods and services amounted in 1970 to Rs 453 
million, as compared with the deficit of Rs 836 million 
in 1969. 


The state of Ceylon’s balance of payments is 
such that a moderate deficit in the goods and services 
account puts pressure on it. Ceylon’s external reserves 
stood at the low level of Rs 366.6 million by. the 
end of 1970. At the same time, past borrowings be- 
gan to pre-empt an increasingly large proportion of 
Ceylon’s foreign exchange resources for debt servic- 
ing. In 1970, capital repayments in respect of pro- 
ject aid, commodity aid, suppliers’ credit and repur- 
chases from the IMF amounted to Rs 651.7 million. 
Thus, external resources were required for financing 
the current deficit of Rs 453 million of goods and 
services and for meeting the debt payments. Total 
receipts in the form of grants, project aid and com- 
modity aid, suppliers’ credit, drawing from the IMF 
and Special Drawing Rights amounted to Rs 997.4 
million. As a result, short-term borrowings increas- 
ed to over Rs 200 million. 


In the first half of 1971, Ceylon received capital 
inflow on account of project and commodity aid 
amounting to Rs 210.3 million, and short-term and 
suppliers’ credit of Rs 386.4 million to meet not only 
its current account deficit in goods and services but 
also its external payments on capital amortization, 
and, to a greater extent, on short-term and suppliers’ 
credit. However, during the period, the deficit on 
goods and services was reduced to Rs 154.1 million, 
from Rs 343.8 million in the corresponding period 
of 1970. With merchandise exports continuing at the 
same level as in the first half of 1970, the reduction 
in the current account deficit was mainly through 
curtailment of merchandise imports: in the first half 
of 1971, merchandise imports at Rs 1,086.5 million 


were Rs 173.6 million lower than in the first half of — 


1970. The programmed reduction in imports led to 
an increase in foreign exchange reserves which rose 
from Rs 366.8 million at the end of 1970 to Rs 424.8 
million at the end of July 1971. 


—— 
— 
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The reduction in imports was achieved through a 
change in the Foreign Exchange Entitlement Certi- 
ficates (FEEC) scheme. In June 1970, the open 
general licensing system was abandoned and all im- 
ports were brought under individual licensing. Im- 
ports of raw materials were licensed on a restricted 
basis depending on the priority assigned to end- 
products, while, in the case of large allocations, im- 
porters were required to obtain deferred payment 
terms. 


Ceylon’s main exports had a mixed record during 
the first seven months of 1971 as compared with the 
corresponding period in 1970. The volume of tea 
exports during the first seven months of 1971 was 
268.1 million pounds, less by 20.5 million pounds; 
there was a small rise in the price of tea (one cent 
per pound) and tea export earnings decreased by 
Rs 46.1 million during the periods under comparison. 
In the case of rubber, a decrease in the volume of 
exports by 21.3 million pounds accompanied by a 
fall in price by 19 cents per pound resulted in a 
decrease in export earnings by Rs 61.8 million during 
the first seven months of 1971. Export receipts 
from copra, coconut oil and desiccated coconut were 
higher by Rs 39.0 million, due both to an expansion 
of 29.2 per cent in their export volume and a rise 
of 1.9 per cent in their average export price. At- 
tempts were continued to increase export earnings by 
restricting the supply of tea according to world de- 
mand by finer plucking and the alternative use of 
marginal land, by processing of rubber, by increas- 
ing the productivity of coconut trees by use of ferti- 
lizers, and by production of substitutes, such as palm 
oil and ground nut, to meet growing domestic de- 
mand. Efforts have been initiated to diversify ex- 
ports by increased production of cocoa. 


The considerable reduction in imports during the 
first seven months of 1971 was mainly in consumer 
goods, including food articles and textiles, while raw 
materials and machinery suffered only a moderate 
reduction as compared with the corresponding period 
in 1970. Ceylon’s progress in import substitution on 
the food front received a set-back in 1970: the 1970 
maha paddy crop amounted to only 41 million bushels 
as compared with the previous crop of 49.5 million 
| bushels, the major constraints on increased produc- 
tion, apart from adverse weather, being the supply 
of fertilizers and agricultural credit. Progress in im- 
port replacement through increased production of 
subsidiary food crops, however, was satisfactory. 


The balance of payments position has led to the 
reshaping of industrial policy. Previously, under 
the general policy of encouraging import substitutes, 
several industries were established which were heavi- 
ly dependent on imported raw materials and which, 


in some cases, produced goods considered inessential 
by the authorities. Since 1970, priority has been 
given in approving new investments to: 


(i) industries which use a high proportion of 
indigenous raw materials, 


(ii) industries which produce goods primari- 
ly for export, 


(iii) industries to be located in under-develop- 
ed or non-industrialized parts of the 
country, and 


(iv) small labour-intensive industrial units. 


The desire of the Government to hold down 
prices of imported goods, in a situation of general 
import scarcities, has induced the Government to 
widen state trading activities. Even before 1970, the 
import of a large number of food items, as well as 
textiles, had been confined to state institutions. Under 
the new policy, several state trading corporations have 
been established to import a variety of consumer and 
intermediate goods, though a substantial proportion 
of the trade in imports continues to remain in private 


hands. , 


(c) Fiscal operations 


In view of the balance of payments difficulties, 
the budget presented in November 1970 aimed at 
limiting the expansionary impact of fiscal operations 
as far as possible. Total capital expenditure in the 
fiscal year ending September 1971 was budgeted at 
Rs 4,058 million, an increase of 4.4 per cent over the 
actual amount of expenditure in the previous fiscal 
year. Revenue was estimated to increase by 5.2 per 
cent to Rs 2,878 million. The expectation was that 
the budget deficit of Rs 1,180 million would be financ- 
ed to the extent of Rs 638 million from foreign aid 
receipts, and Rs 542 million from internal sources, of 
which only Rs 97 million was to be raised from the 
banking system. The revised estimates indicate an 
increase in the budgetary deficit by Rs 247 million. 
Insurgent activities resulted in higher security expen- 
diture, and, by retarding the progress of development 
projects and adversely affecting production in certain 
areas, contributed to a fall in revenue. There was 
also a major shortfall in receipts from export duties. 
The increase in the budgetary deficit was to be cover- 
ed by external resources equal to Rs 707 million and 
by borrowing Rs 106 million from the banking sys- 
tem. 


Money: supply increased by 4.5 per cent during 
1970. Its rate of expansion, which was much higher 
during the first ten months of 1970, was reversed in 
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November 1970 by the demonetization of higher cur- 
rency notes. But the major factor determining the 
money supply, credit expansion in the public sector, 
has resumed its importance since then, and, in the 
first half of 1971, the money supply expanded at the 
rate of 8.5 per cent. 


The expansionary effect of fiscal operations, the 
shortage of imports, and a rise in the prices of import- 
ed goods, all combined to exert upward pressure on 
prices and wages. The Colombo Consumers’ Price Index 
registered an increase of 5.9 points during 1970 and 
a further increase of 5.1 points in the first eight 
months of 1971, despite the fact that some of the 
important items entering into the calculation of this 
index are either subsidized or subject to price con- 
trols. 


(d) Unemployment 


Although accurate data are not available, there 
are clear indications that the problem of unemploy- 
ment is beginning to assume serious proportions. In 
the wake of the population boom of the post-war 
period, large numbers of young persons are now 
entering the labour force each year. At the same 
time, the economy has not been growing in recent 
years at a pace sufficient to create additional job op- 
portunities on the required scale. That the volume 
of unemployment is rising sharply, is indicated by 
the statistics of registrants for employment at labour 
exchanges. The total number of persons registered 
as seeking employment (which includes persons who 
are employed but are looking for better work) in- 
creased from 276,000 at the end of 1968 to 411,000 
at the end of 1970. A survey conducted in 1969/70 
revealed that, in the rural sector, 11.3 per cent of the 
work force is unemployed. Projects included in the 
1970/71 budget to provide accelerated opportunities 
for employment are generally admitted to have failed 
to generate the expected increase in employment. 


Current outlook 


Recent experience demonstrates that the rate of 
economic growth which Ceylon is able to achieve is 
closely dependent on the availability of imports. 
Shortages of managerial and technical skills seem to 
have been overcome to a great extent, and Ceylon 
now appears to possess the potential to expand at a 
rapid rate, provided that the required foreign ex- 
change resources can be found. Unfortunately, pros- 
pects for export earnings and foreign aid give little 
cause for optimism. Ceylon’s two major traditional 
export products, tea and rubber, continue to face weak 
demand in international markets. Ceylon’s other 
major export, coconut products, has been experienc- 
ing favourable prices, but a substantial increase in 


export quantities is unlikely to be forthcoming, due 
to increasing domestic consumption. In 1968 and 
1969, a certain buoyancy was observed in minor ex- 
ports, probably in response to the incentives offered 
under the Foreign Exchange Entitlement Certificates 
scheme, but the pace of expansion appears to have 
slackened. Plans are being undertaken to develop 
exports of manufactured goods. Their expansion, 
however, is likely to depend on the free availability 
of raw materials. Some increase in tourist earnings 
could be expected, but at present they contribute only 
a small portion of Ceylon’s foreign exchange earn- 
ings. Thus, there is no immediate prospect of a 
substantial increase in exchange earnings. 


Unless foreign aid is forthcoming on a substan- 
tially larger scale than in the past, there is little 
prospect of the capital account of the balance of pay- 
ments being sufficiently strong to finance a sizable 
import surplus. In the past two years, the amount 
of foreign aid received by Ceylon has been well short 
of expectations and the prospects for 1971 are not 
encouraging. At the same time, Ceylon faces heavy 
debt repayments during the next few years; in 1972 
the scheduled commitments in foreign debt are ex- 
pected to amount to well over one-third of the total 
value of exports anticipated in 1972. Unless new 
sources of aid or debt relief develop, it is probable 
that, in 1971 and 1972, total aid receipts will not 
exceed repayments by a significant margin. 


The scope for further reduction in consumer 
imports is limited. Consequently, it is likely that the 
balance of payments constraint will mainly affect im- 
ports of raw materials and possibly also capital goods 
and this will have adverse effects on growth in the 
output of the manufacturing and construction indus- 
tries in 1971. In the case of agriculture, present 
trends are likely to continue. The output of export 
crops may register only a marginal increase. On the 
other hand, non-export crops are likely to grow. The 
expansion of these crops is favoured by the priority 
given to imports of fertilizers, the existence of guar- 
anteed price schemes, and, in some cases, the stimulus 
provided by the high prices resulting from import 
restrictions. 


Faced with a difficult choice between a restriction 
of consumption expenditure and a low level of invest- 
ment, which will only compound the problems in the 
long run, Ceylon has opted for the politically difficult 
choice of restricting consumption and _ increasing 
domestic saving. The budget for 1971/72 aims at a 
rise in the price of subsidized items of food consump- 
tion, an increase in the prices of some public services, 
a ceiling on disposable incomes and an extension of 
the compulsory savings scheme by two more years. 
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Fiji 
Introduction 


Fiji entered the first year of the 1970-1975 
development plan with a rise in the rate of growth 
of gross domestic product from the low level recorded 
in 1969. Although exports increased in value, im- 
ports continued to rise faster, so that the trade deficit 
increased. The sharp rise in capital inflow and ex- 
ternal aid, and the continued rapid expansion in 
tourism allowed the balance of payments to remain 
in over-all surplus. The money supply rose very 
sharply during 1969 and 1970, and price inflation 
and the sharp upward movement of wage rates have 
caused increasing concern during 1971. Measures to 
bring about greater stability in prices and incomes 
are currently under consideration. 


Recent economic developments 
(a) Economic growth and output 


Preliminary estimates show that, in 1970, gross 
domestic product, at constant prices, grew by 4.8 per 
cent. While this was a substantial improvement on 
the 1969 growth rate of 1.2 per cent, it was well 
below the target rate of 6.7 per cent per annum set 
for the sixth development plan (1970-1975). The 
sharp recovery of manufacturing output, a higher level 
of building and construction, and a further increase 
in tourism were ihe main features of 1970. Produc- 
tion of sugar, the main agricultural crop, increased 
to 355,000 tons compared with 300,000 tons in 1969. 
Because of unfavourable weather conditions, output 
in 1971 will be only about 335,000 tons. 


Preliminary data suggest that, for 1971, gross 
domestic product at current prices will increase by 
over 13 per cent. However, as prices are expected 
to rise by approximately 6.4 per cent during the year, 
the real increase in gross domestic product will be 
only about 7 per cent, slightly in excess of the plan 
target. 


(b) Foreign trade and balance of payments 


Export receipts in 1970 rose by 8.9 per cent over 
1969, largely because of an increase of 13.2 per cent 
in sugar earnings through higher volume and im- 
proved prices. Imports, on the other hand, increased 
even faster (by 14.4 per cent), so that the trade deficit 
rose from F$16.1 million to F$21 million. On ser- 
vices account, however, there was a surplus of F$3.5 
million, largely because of substantial receipts from 
tourism (20 per cent higher than in 1969). The cur- 
rent account deficit was thus F$17.5 million, an in- 
crease of F$2.6 million over that for 1969. Higher 


levels of foreign aid, private capital inflow and govern- 
ment external borrowing were more than sufficient to 
meet this, so that the over-all balance of payments 
remained in surplus. 


In 1971, the trade deficit is expected to rise to 
about F$26 million. Export earnings are likely to 
be substantially higher than in 1970, because of an 
increase in the volume of sugar exports and the pre- 
sent buoyant prices of this commodity, but imports, 
especially of capital goods and industrial inputs, are 
again expected to rise faster. However, data on tour- 
ist receipts and capital and aid inflows for the period 
up to July 1971 suggest that an over-all surplus in 
the balance of payments will again be achieved. At 
the same time, the contribution of the services ac- 
count has not been growing in recent years as fast as 
the trade deficit: though receipts from tourism have 
been rising rapidly. payments for transport and in- 
surance, and for debt-servicing have also increased 
significantly. Freight rates for services between Fiji 
and Australia and New Zealand, for example, increas- 
ed by more than 25 per cent in 1971. Thus, in re- 
cent years the reliance of Fiji on external aid and 
capital inflow has increased, a trend which underlines 
the need for longer-term measures to develop new 
lines of exports. 


A summary of the balance of payments is given 


in table II-3-4. 


(c) Prices, wages and money supply 


There are signs of over-heating in the Fiji 
economy at present. A rise of 3.5 per cent in con- 
sumer prices in 1968 was followed by rises of 5.1 
per cent in 1969, 4.1 per cent in 1970 and an estimat- 
ed 6.4 per cent in 1971. There are a number of 
contributing factors to this trend. With the ratio of 
imports to gross domestic product at over 50 per cent, 
Fiji is highly susceptible to rising import prices. 
Moreover, the excess pressure on the building con- 
struction sector has meant that building costs have 
been rising at over 30 per cent per annum, a trend 
now being reflected in the upward movements of rents 
for both commercial buildings and dwellings. Prices 
of local food items, which are a major element in the 
consumption pattern of urban workers, have risen in 
recent months largely because of the sluggish res- 
ponse of local agricultural production to increased 
demands. 


The money supply has grown rapidly since 1968. 
The growth rates of 8.9 per cent in 1968, 20.6 per 
cent in 1969 and 20.1 per cent in 1970 are consider- 
ably higher than the rates of growth of gross domes- 
tic product over the same period. Trading bank ad- 
vances, especially to the commercial sector, have also 
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Table [1-3-4 Fit: 


BALANGH OF PAYMENTS 
(REVISED) 1968-1970 


(in million Fijian dollars) 


eS A ANA 


A. Goods and services. 6 6 


Exports, including non-monetary gold (fob) 


LAPSES TEOMOag wih eae eeN 
Trede bulanee oo. es 


Services Cnet) 

Transportation and insurance 
Travel ‘ 

Investment incoine . 1 4k 8 
Government nice.” 


Other services nde®, 6 6 4 6 


» 


B. Transfer payments and capital (ne?) (other 


Private transfer payments . . 
Government transfer payments 
Private long-term capital (net) . 
Official capital (aet) . 


C. Net errors and omissions 


D. Overall balance of payments (ATB+O) . 


E. Monetary movements 


Net balance due from banks abroad 


Net change in assets of government enterprises . . 


1970 


1968 19ee 
» =13.3 = 14,9 17.5 
43,3 a3 S58 
ara her! aa 634 725 
wo 12,0) =—=16,1 =21.0 
=1,3 12° 35 
; —75 —§.1 ==$,0 
lal 16,7 19,9 
= 6,7 waft —9,0 
a 12 13 14 
wk o, . SD ==(),8 ==l),8 
than group B) 7.8 34 15.9 
ky to. Ogu ate 
‘ 3.4 51 3.7 
‘ a7 55 6.6 
aa 0.6 =—=6\3 5.0 
. 5.3 16.5 5.1 
« . mb? 5.0 3,5 
eP but iy 0.2 —5.0 3,5 
can ae — —= 3,6 =e 2.3 
0.2 14 —1.2 


Bureau of Statistics, Fiji. 
* nie. = not included elsewhere. 


Sorree? 


risen sharply. The inflationary impact of this trend 
and its implications for the balance of payments in 
an economy in which local services respond to ins 
creased demand only with a substantial lag and the 
spill-over into imports is almost immediate, has been 
recognized by the Government. For these reasons, 
the Government is at present reviewing the level and 
growth of credit with a view to introducing monetary 
policies designed to control internal demand, The 
Government also intends to establish shortly a central 
monetary authority, which will eventually become a 
fully-fledged central bank. 


Average wage rates grew at about 7 per cent per 
annum between 1965 and 1970, but the trend of wage 
movements in 1971 has been causing considerable 
concern to the Government, Wage settlements be- 
tween unions and employers have provided for in- 
creases varying from 15 per cent to 33 per cent, a 
development which reflects not only the growing 
strength of trade unionism in Fiji but also the impact 
of rising prices. The implications of these wage 
trends for Fiji’s rural development programme, urban 


wiemployment, capital inflow and balance of pay- 
ments are currently under investigation, and the pos- 
sibility of setting up a prices and incomes board to 
establish guidelines related to those outlined in the 
development plan for prices, wages and other incomes 
is at present being studied by the Government, As 
an interim measure, price control of selected essential 
consumer goods was introduced in April 1971, 


(d) 


Public finance | 


The budget for 1971) provided for an increase of 
14.5 per cent in expenditure to F$45.1 million, about 
the same percentage rise as in LO70, Revenue from 
import, export and excise duties was expected to in- 
crease, because of a rising level of imports and of 
the increased excise taxes on motor vehicles, alcohol 
and tobacco introduced in the 1°71 budget. Expen- 
diture in 1971 involved substantial increases in out 
lays for education, health and general administrative 
services. The 1972 budget pegged recurrent expen- 
diture at approximately F$53 million, an increase of 
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about 14 per cent over 1971. This is higher than 
the guideline increase of 9 per cent outlined in the 
development plan, but was occasioned by special out- 
lays for the establishment of overseas missions after 
independence, as well as increased costs arising from 
a reorganization of the civil service in July 1971. The 
capital budget for 1972 provides for outlays of appro- 
ximately F$20 million, compared with estimated 
actual outlay in 1971 of F$11 million. The latter was 
short by some F$3 million of the planned programme 
for 1971, largely because of pressure on the building 
and construction industry and shortage of skilled 
personnel. The same problems are likely to continue 
into 1972. However, the planned outlay of F$20 
million includes F$4 million as an advance payment 
on the Suva-Nadi road as well as the counterpart costs 
of certain project feasibility studies. Actual expendi- 
ture involving the physical capacity of the building 
and construction industry will be less than F$16 
million which should be feasible especially having 
regard to the higher prices and costs likely in 1972 
compared with 1971. Approximately F$3.1 million of 
the 1971 capital works programme was financed by 
development grants from the United Kingdom Govern- 
ment and through other external borrowing. In 
1972, United Kingdom grants of F$2.1 million are 
expected, and borrowing from the World Bank and 
other external sources is expected to be F$6.4 million. 


Prospects for 1972 


The main problems likely to be of concern in 
1972 include the control of inflation, industrial unrest, 
the removal of agricultural production bottlenecks, 
urban unemployment, the shortage of skilled man- 
power and the continuing pressure on the building and 
construction industry. Policies to deal with all of 
these issues are currently being formulated. Special 
crash programmes to increase the supply of skilled 
workers, especially in building and construction, are 
expected to begin to take effect from about mid-1972, 
but measures for the longer-term provision of skilled 
manpower are also undei consideration. A detailed 
review of industyial relations is being undertaken and 
it is hoped that this will lead to improvements in the 
present machinery for negotiating wages and work- 
ing conditions, having regard, in particular, to the 
productivity-related guidelines outlined in the develop- 
ment plan. A committee to study inflation has al- 
ready reported to the Government with recommenda- 
tions on monetary and fiscal policies, agricultural 
production, productivity schemes, and prices and in- 
comes policies. The report is still under study by 
the Government but it is expected that the. sections 
of the report which it accepts will be implemented in 
1972. 


Improvements in the marketing of local agri- 
cultural produce are expected to flow from the re- 
cently established National Marketing Authority, 
which will buy agricultural produce from the outlying 
areas and market it in areas where the population is 
concentrated. It is hoped that the improvement of 
marketing will remove an important deterrent to in- 
creased production. A major concern in 1972 will 
be the preparations for the transfer to the Govern- 
ment in April 1973 of the ownership of the South 
Pacific Sugar Mills Limited (SPSM), the sole proces- 
sor of cane sugar in the country. Assistance in plan- 
ning for the take-over is being given by the Common- 
wealth Secretariat and an agreement between the 
Government and the Colonial Sugar Refining Com- 
pany (which owns SPSM) has been signed which 
provides, inter alia, for continued assistance after 
April 1973 in marketing, management and research. 


The changes in the world gold price is of major 
interest to Fiji, as gold exports provide approximate- 
ly F$3.5 million a year in export earnings. Gold 
mining has been in some difficulty in recent years 
because of rising costs in the face of a fixed price 
for the product. A rise in the price of gold would 
therefore help to maintain in. existence an industry 
which is not only an important contributor to the 
balance of payments but is also a major employer of 
labour in the country. 


Hong Kong 
Introduction 


The Hong Kong economy experienced another 
successful year in 1970. Exports increased substan- 
tially, but inflation caused concern with the con- 
sumer price index increasing by approximately 7.6 
per cent in 1970. In the first half of 1971, however, 
it remained remarkably steady. Business conditions 
have remained buoyant, and Hong Kong continues 
to attract foreign investment. 


Recent economic developments 


There is no official figure for per capita income 
in Hong Kong, but unofficial estimates! suggest that 
it has grown between 9 and 10 per cent annually in 
real terms over the past decade and that by 1970 
it was approximately US$700, which would place 
Hong Kong equal or second to Singapore among 
ECAFE developing countries as far as per capita 
income is concerned. 


1 See Glassburner, B., and Riedel, J., “Government in the Economy 
of Hong Kong”, Economic Record, forthcoming, or Annual Yearbook, 
1971, Far Eastern Economic Review, Hong Kong, 1971. 
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(a) Trade 


In 1970, domestic exports (as distinct from re- 
exports), of which 96 per cent were manufactured 
merchandise, amounted to HK$12,347 million. This 
represented an increase of 17.4 per cent over domes- 
tic exports in 1969, but was less than the rates of 
growth of 24.6 per cent and 25.8 per cent per annum 
recorded in 1969 and 1968 respectively. Hong Kong’s 
exceptional export growth in 1969 and 1968 was due 
in part to the expansion of world trade in those 
years. However, the attempt of the industrialized 
countries to stem inflation in 1970 produced a down- 
turn in aggregate demand and resulted in a lower 
rate of growth of Hong Kong exports. The increases 
in domestic exports for the first and second quarters 
of 1971 were 10.3 and 14.7 per cent, respectively, 
over those of the corresponding quarters of the pre- 
vious year. 


The non-cotton textile agreement signed with the 
United States will adversely affect the textile industry. 
Clothing, which has also been subject to other trade 
restrictions, has in the past maintained about a 35 
per cent share of exports by shifting to higher-quality 
goods with greater value added per item, and to non- 
cotton garments which have been relatively free of 
trade restriction. In 1970, woollen and man-made 
fabrics accounted for almost 37 per cent of total 
clothing exports (13 per cent of total domestic ex- 
ports). Of this amount, over 40 per cent was ex- 
ported to the United States. The effect of limiting 
the growth of non-cotton textile exports to the United 
States to 7.5 per cent per annum will be adversely 
felt throughout the economy. 


Entrepot trade, once the life blood of the 
economy, has steadily decreased in importance. In 
1970, re-exports accounted for only 19 per cent of 
total exports, down from 23 per cent in 1965 and 
from perhaps as high as 75 per cent in 1953. Fifty 
per cent of all re-exports are consumer goods, for the 
most part originating in the People’s Republic of 
China (24 per cent), the United States (17 per cent) 
and Japan (10 per cent). With the likely increase 
in global trade of the People’s Republic of China, the 
importance of entrepot trade may be further eroded. 


Imports, like exports, have grown and reached 
HK$17,607 million in 1970. Their growth is closely 
correlated te exports, because the raw materials and 
physical capital inputs for manufacture, which are 
largely supplied from abroad, account for more than 
50 per cent of total imports. Consumers also rely 
on imports for approximately 80 per cent of their 
food needs. 


Hong Kong usually has a balance of trade deficit, 
and, in 1970, imports exceeded exports by HK $2,369 
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million. However, the fact that the Hong Kong 
dollar remains stable and bank reserves continue to 
mount indicates that Hong Kong’s visible trade deficit 
is more than offset by invisible earnings and capital 
inflow. Tourism no doubt accounts for a significant 
proportion of these. Hong Kong has also benefited 
from a large and sustained capital inflow attracted 
by the colony’s political and economic stability. It 
is estimated that 50 per cent of domestic bank deposits 
are held by non-residents.” 


(b) Wages and prices 


In 1970, an acute labour shortage faced the 
colony. According to the Labour Department, 24,984 
vacancies were reported as of March 1970 by indus- 
trial establishments registered with the Department.? 
This was an increase of 47 per cent over the number 
reported in the previous year. This condition was 
naturally led to rising wages for industrial workers. 
Between March 1970 and March 1971 wages increased 
by 18 per cent in nominal terms and 9.2 per cent in 
real terms, bringing the over-all average daily wage 
of industrial workers, excluding fringe benefits, to 


over US$3. 


Rapid economic expansion and full employment, 
accompanied by rising wages, have had an inflation- 
ary impact on the economy. In the period 1964-1970 
the consumer price index (CPI) has increased at an 
annual compound rate of 4.2 per cent. In 1970, 
monthly average consumer prices were 7.6 per cent 
higher than in 1969. This was the largest annual 
increase in prices in the colony’s recent history. Food- 
stuffs, which constitute a large share of consumer ex- 
penditures (48.3 per cent according to CPI weights) 
and are largely imported, were a major source of the 
increase. 


(c) Money stock 


The price and exchange rate stability which 
characterized the decade of the 1960s, and the ac- 
celerated rate of growth of the money stock in recent 
years can be explained in part by the workings of 
Hong Kong’s unusual monetary mechanism. Cur- 
rency is issued almost wholly by private commercial 
banking institutions against 100 per cent sterling 
reserves. The 18.2 per cent average per annum 
growth of the money stock between 1967 and 1970, 
which contributed to inflation, was a direct conse- 
quence of the export boom working through the auto- 
matic monetary mechanism. 


2 Annual Yearbook, 1971, Far Eastern Economic Review, Hong 
Kong, 1971. 


3 Annual Labour Department Report, 1969-1970 and 1968-1969, 
Government Printer, Hong Kong, 1970, 1969. 
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Economic policy in 1970/71 
(a) Monetary policy 


The Government rarely uses monetary policy to 
influence the level or composition of aggregate de- 
mand, although by shifting liquid assets into and out 
of the banking system, it can manipulate bank 
reserves. Besides, given the highly liquid position of 
the commercial banks, with liquidity ratios of about 
35 to 40 per cent, marginal adjustments by the Gov- 
ernment would have little or no effect.4 It does not 
appear that the Government is likely to use monetary 
policy measures in the near future. 


(b) Fiscal policy 


In 1970/71, public expenditure amounted to 
only 14 per cent of estimated GDP — well below the 
proportion of government expenditure for. countries 
at a comparable level of development. Moreover, the 
inability to forecast revenue, due to the openness of 
the economy, and the time lag inherent in capital 
expenditure have resulted in extremely large budget- 
ary surpluses in the last few years. For the fiscal 
year 1970/71, revenue exceeded expenditure by an 
amount equal to 25 per cent of total expenditure, 
despite an annual increase in expenditure of almost 
26 per cent. 


Compensatory fiscal policy aimed at regulating 
aggregate demand in order to maintain stability has 
never been used by the Hong Kong Government. 
Expenditure decisions are made to maintain an order- 
ly expansion of public facilities. Further, it is be- 
lieved that, because of the openness of the economy, 
with an average propensity to import of around 
.60-.70, leakages in the income stream would be so 
great as to make such a fiscal policy ineffective. 


However, it must be noted that, even within 
these limitations, the budgetary surplus in 1970, be- 
cause of its magnitude, did exert compensatory pres- 
sure on the inflationary economy. 


Problems and prospects for the economy in 1971/72 


In spite of the fact that Hong Kong is exposed 
to the fluctuations of international trade, the colony 
has grown rapidly and steadily. This high degree of 
stability has been largely due to the foresight and 
ability of entrepreneurs to diversify production to 
meet changing market conditions. By minimizing 
investment in specialized capital, land and buildings, 
Hong Kong manufacturers maintain a high degree of 
flexibility. 


4 The liquidity ratio is defined as the ratio of the sum of (i) cash, 
(ii) net balances due from other banks and (iii) short-term (3-month) 
Treasury Bills and guaranteed government loans to deposit liabilities. 
The legal liquidity ratio is 25 per cent. 


long-term loans. 


(a) Commercial policy 


In 1971, however, Hong Kong has faced a great 
deal of uncertainty arising from the United States’ 
trade moves, which could impair the growth of Hong 
Kong’s largest market, and from the United King- 
dom’s entry into the European Economic Community, 
which will eliminate Hong Kong’s long-enjoyed Com- 
monwealth preference. The European Community, 
along with the United Kingdom, has accepted the 
colony as a “developing” nation for purposes of the 
UNCTAD generalized preference scheme, but this 
move will not completely compensate for the loss of 
Commonwealth preference, as the EEC offer was not 
extended to the textile and footwear industries. In 
addition, the EEC reserves the right to restrict so- 
called “sensitive” products from the scheme and these 
may include many of Hong Kong’s exports. 


The non-cotton textile agreement concluded with 
the United States will have a severe effect on the 
economy. It has already been predicted that Hong 
Kong may lose as much as HK $500 million in poten- 
tial export earnings as a result of the agreement.’ 


The most immediate domestic problem is the 
shortage of labour, especially skilled labour. At 
present facilities are inadequate to supply the current 
demand for technical labour. The Government is 
responding to this problem: a new technical institute 
was opened in 1970 and two similar institutions are 
being planned, but projects of this nature inherently 
have a long gestation period and, for this reason, 
growth in the short-term may be frustrated by this 
shortage. 


Hong Kong manufacturers have relied almost ex- 
clusively on retained earnings and personal resources 
to finance investment in fixed capital.6 There are no 
investment banking facilities available to small-scale 
manufacturers in Hong Kong, and commercial banks, 
while willing to provide working capital, have strictly 
adhered to conservative banking principles, avoiding 
As profits of manufacturers are 
squeezed by rising labour and land costs, more access 
to an organized capital market will be necessary to 
maintain investment. Therefore, as has been recom- 
mended by a committee of the Trade and Industry 
Advisory Board, government participation in the es- 
tablishment of medium- to long-term credit facilities 
for small-scale industry may be necessary in the near 
future. 


5 South China Morning Post, Hong Kong, 16 October 1971. 

® According to the unpublished “Report of the Loans for Small- 
Scale Industry Committee to the Trade and Industry Advisory Board”, 
89 per cent of fixed capital investment of small firms came from their 
own resources; only 2 per cent came from commercial banks. 


India 
lnireduction 


In 1970/71, India’s national income at 1968/69 
prices is estimated to have risen by 4.8 per cent, as 
compared with 5.3 per cent in 1969/70; for the 
two-year period (1969/70-1970/71), the average an- 
nual compound rate of growth amounted to 5 per 
cent, as compared with the fourth plan target of 5.6 
per cent. The growth was achieved mainly because 
of a 5.3 per cent rise in agricultural production, and 
foodgrains output is estimated to have reached 107.8 
million tons in 1970/71, or an 83 per cent rise over 
the previous year, with a perceptible increase for the 
first time in rice production from 4048 to 4245 
million tons, 


However, the growth rate of mining and manu- 
facturing (in terms of net value added) was 3.2 per 
cent in 1970/71, as compared with 5 per cent in 
1969/70 and 7.7 per cent target in the fourth plan. 
Wholesale prices rose by 4.6 per cent in 1970/71, as 
compared with a rise of 5.5 per cent in 1969/70. 


The trade deficit fell from Rs 1.7 billion to Rs 
0.9 billion in 1970/71, exports rising by 8.6 per cent, 
and imports by 2.7 per cent. In 1970/71, authoriza- 
tions of external assistance rose by 18 per cent, in 
contrast to the 25 per cent decline in the previous 
year, but actual availability in 1971] is presently sub- 
ject to considerable uncertainty. 


Table I1-3-5. Innia: SELECTED ECONOMIC INDICATORS 


Pere nner 
Pe Vs dl 
PITY 
Net national product atfactorcast = 301.31 315.68 38 
(ailllions of rupees, 1968 69 
prices) 
Index of agncultmaral production 170.80 182.20 65 
(1943-1950 = 100) 
Qurput of foodgraims .  .. 99.50 107.81 83 
(million tons) 
Index of industrial production 172.50 1980.30 45 
(1960 = 102) 
Index of wholesale pness . . (171.60 181.19 335 
(1961/62 = 100) 
Money supply (Rs billion) . . 63.87 7137 11,8 
Bank credit (Rs Wilien) =. 5 SOT] 36.60 173 
Bank deposits 2 2. 5. S08 R8MHHCTS 
Exports (Rs billion) . 2. , 143 15.35 86 
Imports (Rs bilien). 2. . 15.82 16.25 27 


Source: Various official publications, 
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During the period 1968/69 to 1970/71, the ratio 
of net investment to national domestic product at 
current prices was about 9.5 per cent, as compared 
with 13.4 per cent in 1965/66. Two of the major 
factors that have restrained the growth in investment 
have been the drop in net external resource flows and 
increased public consumption. The budgetary posi- 
tion in 1970/71 has been marked by a larger deficit 
than expected, leading to a considerable increase in 
money supply, The pressure of the increased fiscal 
burden continued during the current year as a result 
of a massive increase in government expenditure 
which the country had to bear for the relief and 
maintenance of refugees and for defence purposes. 
The over-all budget deficit is thus likely te be con- 
siderably higher than the original estimate of Rs 3.87 
billion, 


Recent economic developments 
(a) Agriculture 


Tn the agricultural year 1970/71, foodgrains out- 
put reached a record of 107.8 million tons, as against 
the fourth plan target for the year of 106 million 
tens. In recent years, under the impact of the New 
Agricultural Strategy, the area under high. yielding 
varieties of seeds, particularly wheat and rice, has 
expanded considerably. However, in terms of output, 
only in the case of wheat has there been a clear break 
from past trends. 


The New Strategy, making greater use of ferti- 
lizers and controlled water supplies, has made rapid 
strides in terms of area under high-yielding varieties. 
Consumption of nitrogeneous fertilizers (in terms of 
nitrogen) increased by nearly 5 per cent in 1970/71 
over the previous year to reach a level of 1.43 million 
tons as compared with the plan target of 1.73 million 
tons. Phosphatic and potassic fertilizers recorded an 
increase of about 10 per cent 


Only a few cereal crops have significantly benefit- 
ed so far from the strategy. Output of pulses, which 
are the major sources of protein for the Indian popu- 
lation, has stagnated. There are as yet no signs of 
a seed fertilizer output revolution in the case of major 
cash crops, including jute, cotton and oilseeds. As 
against fourth plan targets for 1970/71 of 65 and 
6.7 million hales of cotton and jute, the outputs were 
4.5 and 49 million bales respectively. These are very 
important raw materials from the point of view of 
domestic consumption as well as exports. 


(5) Industry 


The rate of growth of the index of industrial 
production dropped from 7.] per cent in 1969 to 45 


ney AS e a. « 
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per cent in 1970, and the index has shown even slower 
growth during the first six months of 1971. Over-all 
industrial performance, therefore, has been well be- 
low the target of 8-10 per cent per annum set for 
the fourth plan. 


The performance of different groups of industries 
is available at the time of writing only up to the 
end of 1970. This is shown in table JI-3-6. Except 
for capital goods industries, all groups of industries 
showed a decline in their rate of growth in 1970, the 
decline being substantial in the case of basic indus- 
tries and consumer durables. 


An important reason for the slow-down in indus- 
trial growth was the shortage of raw materials, such 
as steel, cotton and jute. The somewhat stagnant 
picture regarding domestic production of cotton and 
jute has already been touched upon. In the case of 
steel, because of a number of problems, including 
labour troubles and inadequate plant maintenance, 
finished steel output declined from 4.94 million tons 
in 1969/70 to 4.70 million tons in 1970/71, as com- 
pared with a target of 5.70 million tons. The capa- 
city remained at 6.9 million tons. However, imports 
of steel were substantially higher in 1970/71 at Rs 
1,471 million as against Rs 815 million in 1969/70. 


It has been stated that capacity limitations 
affected output in some industries, such as paper, 
automobile tyres and tubes, tractors and cement, while 
lack of demand has been the cause of slow growth 
in the case of other industries, such as machine tools, 
textile machinery and railway wagons. While this 
could indeed be the case, it is not easy to determine 
whether demand or capacity has been the constrain- 
ing factor, let alone to quantify the significance of 
the constraint. Perhaps the index of industrial pro- 
duction and its weights do not fully reflect the reali- 
ties of the industrial structure at present. Further, 


there are indications pointing to a more satisfactory 
output performance in the sector of small-scale in- 
dustries. Even so, there is no doubt the growth of 
industrial output in 1971/72 has slowed down. 


(ec) Public finance 


In 1970/71, over-all receipts (including revenue 
and capital accounts) of the Central and State 
Governments amounted to Rs 85.79 billion (revised 
estimate), representing a rise of 4.9 per cent over the 
1969/70 level. Tax receipts increased by 12.4 per 
cent to Rs 47 billion, of which fresh taxation measures 
were estimated to have yielded Rs 2.15 billion. Ag- 
gregate disbursements in 1970/71 were 10 per cent 
larger than 1969/70, as against an anticipated rise 
of 4.6 per cent, and the revised estimate of the over- 
all deficit in 1970/71’ was Rs 4.55 billion, compared 
with the budget estimate of Rs 3.61 billion. 


Because of the mid-term elections to Parliament 
in March 1971, the budget proposals of the Central 
Government for 1971/72 were not presented to Par- 
liament until May 1971. The budget had to include 
a tentative provision of Rs 0.6 billion for refugee 
relief, and, in August, a further provision of Rs 2 
billion had to be made on account of refugees com- 
ing to India. According to available estimates, after 
taking into account the inadequate international aid 
provided for this purpose, the net fiscal expenditure 
by India on refugees for 1971/72 is estimated by 
the Government to be of the order of Rs 4 to 5 billion. 


Total receipts of the Centre and States at Rs 94.36 
billion are budgeted to rise by 10 per cent in 1971/72 
over the revised estimates for 1970/71. With total 
disbursements placed at Rs 98.23 billion, the over-all 
budget deficit in 1971/72 is estimated at Rs 3.67 
billion. The actual deficit, however, as observed at 
the outset, is likely to be considerably higher. 


Table I1-3-6. Inp14: INDICES OF INDUSTRIAL PRODUCTION 


(1960 = 100) 

Percentage change 

Weight 1969 1970 (4) over (S)iover 
%) (4) 
(1) (2) (4) (5 (6) G7) 
General index . . . - «~ 100.00 161.1 172.5 180.3 EE *- 45 
Basiclindusties «2s we 2S 194.6 212.0 220.8 8.9 42 
Capital goods . . » » - 11.76 210.3 214.0 224.1 1.8 4.7 
Intermediate goods . . - - 25.88 148.2 154.4 158.6 42 ZF 
Consumer goods. . . - - 37.25 131.9 145.3 154.4 10.2 6.3 
(a) Ae ee ee ee ey, 117.4 128.3 137.7 9.3 73 
(i) Dasablesi sj ae en eh Ae 5.68 212.4 239.7 247.3 12.9 32 


Source: Central Statistical Organization, Reserve Bank of India. 
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(d) Prices and ritoney supply 


The upward trend in prices, that resumed in late 
1969 after a short break, continued in 1970/71. The 
wholesale price index increased by 5.5 per cent over 
the previous year. This trend continued in 1971/72, 
the index reaching 191.4 in the last week of Septem- 
ber 1971, compared with 183.0 in the corresponding 
week of 1970. Prices increased in all the major 
commodity groups, with prices of manufactures regis- 
tering the greatest increase (8.6 per cent) in the 
period up to September 1971. Thus, during the first 
half of the fourth five-year plan period the expecta- 
tions of price stability could not be realized. An 
important development in price policy was the estab- 
lishment of the Bureau of Industrial Costs and Prices 
for review of the cost structure of industries referred 
to it for study. 


Money supply with the public increased by 11.8 
per cent in 1970/71 over the previous year, as com- 
pared with a rise of 15.0 per cent in 1969/70. The 
bulk of the increase in money supply in 1970/71, 
as in 1969/70, was due to an increase in net bank 
credit to the Government and this reflects the grow- 
ing imbalance in the budgetary position of the Gov- 
ernment, both at the Central and State levels. Bank 
credit (extended by all scheduled commercial banks) 
expanded by 17.3 per cent in 1970/71 over 1969/70, 
with.a substantial expansion in credit extended to the 
small-scale sector, exporters and farmers. The growth 
in aggregate deposits with commercial banks was 17.3 
per cent in 1970/71. as compared with 15.9 per cent 
in 1969/70. 


(e) Foreign trade and external assistance 


After a rise of 4 per cent in 1969/70, exports, 
at Rs 15.35 billion grew by 8.6 per cent in 1970/71. 
However, the growth over the two years, at little over 
6 per cent per annum, is somewhat below the fourth 
plan target of 7 per cent. Major items of exports 
that recorded significant increases in 1970/71 over 
the previous year were oil cakes (33.6 per cent), 
engineering goods (30.1 per cent), and iron ore 
(23.9 per cent). Items that recorded significant de- 
creases were leather and leather manufactures in- 
cluding footwear (—11.5 per cent), and cashew kernels 
(-9.3 per cent). 


Imports in 1970/71, at Rs 16.25 billion, were 
higher by 2.7 per cent than in the previous year; 
this contrasted with a decline of nearly 18 per cent 
in 1969/70 from the 1968/69 level. The major items 
of imports recording an increase in 1970/71 over 
the previous year were iron and-steel (80.5 per cent) 
and non-ferrous metals (60.5 per cent), while im- 
ports of foodgrains (—18.4 per cent) and finished and 
crude fertilizers (—14.3 per cent) declined. 
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In the fiscal year 1970/71, authorizations of ex- 
ternal assistance totalled $981 million, indicating a 
rise of 18 per cent in contrast to the fall of 25 per 
cent in the preceding year. The amount of assistance 
that could be made use of during 1970/71 fell, by 
8 per cent, to $1,000 million, mainly due to the taper- 
ing off of PL 480 commodity imports. As in the 
previous two years, loans predominated over grants. 
Total debt relief assistance (either in the form of 
fresh refinancing of credit, postponement of pay- 
ments due, rescheduling of debt or cancellation /reduc- 
tion of interest) authorized during 1970/71 amount- 
ed to $88 million, $23 million lower than in the pre- 
vious year, according to the annual report of the 
Reserve Bank of India. Total external debt out- 
standing at the beginning of 1970/71 (including the 
amount undisbursed) stood at $8,194 million, and 
the ratio of debt service to export earnings rose from 
29 per cent in 1969/70 to over 30 per cent in 1970/71. 


Current policy problem 


A major problem is the slow increase in domes- 
tic savings and in the real volume of investment in 
both the public and private sectors. In the public 
sector, the budgeted outlay in 1971/72 is Rs 31.59 
billion, a total which exceeds the corresponding pro- 
vision in the 1970/71 budgets by Rs 3.37 billion and 
the likely actual level of expenditure in 1970/71 by 
Rs 3.36 billion. 


Although the above data suggest that the plan 
outlays in 1970/71 and 1971/72 are roughly 20 per 
cent of and hence consistent with the outlay for the 
fourth plan as a whole of Rs 159.12 billion, it must 
be recalled that fourth plan provisions were calculated 
at 1968/69 prices, while the figures for 1970/71 and 
1971/72 are at current prices. Since wholesale prices 
have risen by over 10 per cent during this period, 
the real content of the outlays in 1970/71 and 1971/72 
may have been less than what was planned for these 
years at the time of the formulation of the fourth 
plan. Indeed real investment, which is slowly recover- 
ing, is still to reach the level of 1965/66 as the follow- 
ing figures indicate. 


The fall in investment since 1965/66, unemploy- 
ment and the slow-down in industrial growth are 
causing increasing concern. It should be recalled 
that 1965/66 and 1966/67 were unprecedented 
drought years for Indian agriculture, and, partly 
because of this, 1966-1968 was a period of recession 
for Indian industry. The sharp fall in domestic sav- 
ings and investment during 1966/67 and 1967/68, 
especially as ratios to national income, should be 
viewed in this context. 
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Table JI-3-7. InpIA: RATE OF INVESTMENT AND 
SAVING 1960/61 to 1970/71 


(percentage of NDP at current prices) 


Inccamens Domertic Foren 
19.60). 6 iar ete ant eee eg 12.0 8.9 Si 
OGIO. SAE Shia ates. ae 10.8 8.6 2.2 
62'/63) bee bok alee es its 12.0 9.6 2:4 
BOB) G4 BA fo SOR) x WAI 10.7 2.0 
H64/65" her. Be Rhee 12.0 9.8 Ape 
HOODOO irae « accel) Mex 1 dee) 13.4 il a 2.3 
O06) O/ts 188... BE ke 12.2 9.0 By 
RTG7//O8leae es) fg 10.6 79 2.7 
SIGR/O9 Met Py 9.5 8.4 Lel 
BOGU 7 Owes eae a x ie 9.2 8.4 0.8 
HOO Wet wees ie Seed 9.8 8.3 1.5 


Source: Planning Commission, Government of India, The 
Fourth Plan Mid-Term Appraisal, December 1971. 


In part, in an attempt to raise the level of 
savings, fresh taxation measures were introduced in 
1970/71, including an increase in direct taxes on 
larger incomes. As an encouragement to private sav- 
ings, income up to Rs 3,000 from a wide variety of 
financial investments was exempted from tax. Fur- 
ther tax proposals of the Centre, estimated to yield 
Rs 2.05 billion, were introduced in 1971/72. These 
proposals were also framed with a view to minimiz- 
ing opportunities for evasion and reducing inequali- 
ties in income and wealth. State governments’ tax 
changes are estimated to yield Rs 0.45 billion. From 
mid-November 1971, further temporary levies were 
imposed, estimated to yield Rs 0.7 billion, in view of 
the increasing fiscal deficits referred to in (c) above. 
In mid-December 1971, a supplementary budget was 
presented, proposing new taxes to yield Rs 400 million 
in the remaining part of the current financial year and 
Rs 1.35 billion in a full year. The fiscal picture and 
the resources availability have become more complex 
in the wake of developments on the sub-continent 
during the major part of 1971 which will continue to 
present problems in 1972. 


Clearly, Indian agriculture has recorded in re- 
cent years the beginning of a “green revolution”, and, 
with continued effort in research and investments, the 
prospect is one of definite promise. There are as 
yet no signs of a breakthrough in the case of major 
cash crops, including jute, cotton, and oilseeds and 
pulses. So far, the possibilities with regard to such 
crops, particularly cotton, seem to be encouraging on 
the basis of research done and the use of new varieties 
(as yet on a limited scale) in the fields. 


At the same time, one can already see problems 
emerging that need to be attended to. In so far as 
the success of the new strategy in agriculture depends 
on the availability of water and credit for the pur- 
chase of chemical inputs, those farmers whose hold- 
ings are not irrigated but are dependent on scanty 
and uncertain rainfall, as well as those farmers with 
small holdings, do not gain substantially. Indeed the 
richer farmers seem to be reaping a disproportionate 
share of the benefits of the society’s investment in 
the new strategy. Agricultural income taxation, 
which comes under the jurisdiction of the state gov- 
ernments, has so far been limited, and this question 
is receiving the attention of the policy-makers. 


A beginning has also been made on tackling the 
problem of the small and dry farms with the establish- 
ment of a Small Farmers Development Agency and 
the initiation of pilot projects under:dry land farm- 
ing. Considerable progress has been made in rural 
electrification whereby pump sets for irrigation can 
be energized. This is of particular help to small 
farmers. 


The nationalized banks are continuing to open 
new offices in relatively “unbanked” areas and the 
credit needs of smaller borrowers are receiving in- 
creased attention. In a general effort to improve 
credit facilities, a Credit Guarantee Corporation has 
been established to administer a comprehensive credit 
guarantee scheme for loans to small borrowers. Under 
the Lead Bank Scheme, all the districts of the coun- 
try, except certain metropolitan areas and Union Ter- 
ritories, have been allotted to the public sector banks 
and two banks in the private sector. This scheme is 
intended to help identify the problems in deposit ac- 
cumulation and credit expansion and thereby de- 
velop a co-ordinated programme of credit develop- 
ment. 


Important changes in trade policy were intro- 
duced in 1970/71. An Export Policy Resolution, 
which was placed before Parliament on 30 July 1970, 
emphasized the need for sustained growth of exports 
and outlined a number of measures to achieve this 
aim. A number of export duties, including the duty 
on tea, were removed or reduced. Relaxation of in- 
dustrial licensing procedures was made to create 
capacity for export production. Larger allocations of 
imports were made to units in the large-scale sector 
exporting more than a quarter of their output. Im- 
ports of a number of commodities, including iron 
and steel and raw cotton, were channelled through 
various public sector agencies. 


The current year has been one of trial and tre- 
mendous strain for the Indian economy. The fiscal 
out-turn for 1971/72 will be different, with a much 
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larger deficit, from what was initially envisaged when 
the Government took office after the elections. With 
the consequent rise in money supply, and also with 
the subdued growth in industrial output, prices have 
continued to rise, though food production has been 
satisfactory. The preliminary estimate of foodgrains 
output in 1971/72 is 112-113 million tons. Even 
so, a further price upsurge may occur in 1972, unless 
effective steps are taken in fiscal and monetary fields, 
as well as in other policy areas. The prospect of 
external assistance has also become more uncertain, 
even if it should prove temporary. Under such con- 
ditions, the prospect of continued satisfactory food 
output and the size of the buffer stock are helpful 
factors making for economic stability. If urgent 
measures are taken to utilize existing industrial capa- 
city more fully and thereby improve the growth rate 
of industrial output, the development process will 
not be seriously impaired. Yet another area where 
the gains of recent years must be consolidated is that 
of exports, especially in view of the decline in net 
external resources flows. Efforts to stimulate and 
mobilize savings in the economy are of paramount 
importance. 


Indonesia 
Introduction 


The years 1970 and 1971 have been characteriz- 
ed by accelerated development, while, at the same 
time, price stability has been maintained. Gross 
domestic product grew by an estimated 6.3 per cent 
in 1969, by 6.9 per cent in 1970, and an even higher 
rate is expected for 1971. 


On the other hand. though exports were buoyant 
through 1970 and the early part of 1971, recessionary 
conditions in a number of developed economies which 
constitute the major markets for Indonesia began to 
have an adverse effect on non-oil exports in subse- 
quent months. The desire to maintain export growth 
in the face of the unsettled condition of the inter- 
national economy following the measures announced 
by the United States Government on 15 August 1971, 
and the need to apply additional checks on imports 
prompted the Indonesian Government to adjust the 
rupiah exchange rate by 9.5 per cent, from Rp. 378 
= US$1 to Rp. 415 = US$1. 


In the public sector. although expenditure in- 
creased substantially in 1970/71, this was more than 
matched by increased revenue, arising in part from 
changes in taxation and. in particular, from substan- 
tial improvements in tax collection and administra- 
tion. Agricultural output continued to expand, and, 
in manufacturing, the sharp rise in production in 


1970 continued in 1971. The rate of price inflation 
slowed down markedly in 1970 and had virtually 
halted by mid-1971. ; 


Table II-3-8. INponEsIA: MAIN ECONOMIC INDICATORS 


1969 1970 1971 
(calendar years) 


GDP growth:-rate (%)) 2 2 . 6.3 6.9 — 

Exports f.o.b. (US$ million) . 995 1,039* 1,204? 

Imports f.0.b. (US$ million) . 993 1,071? 1,2074 

Consumer price index (Djakarta, Sy): 626 625 
September 1966 = 100, end of (Oct.) 
period) 

Money supply change (%) +58.0 +33.9 +27.8 
(currency and demand deposits) (Oct.) 


* Fiscal year ended March. 


Recent economic developments 
(a) Output and growth 


The economic expansion which began in 1968 
continued throughout 1969 and 1970, with an es- 
timated growth in GDP at constant prices of 6.9 per 
cent, compared with 6.3 per cent in 1969. A general 
rise in agricultural output, especially of food-crops, 
resulted from the sharp increase in rice production to 
an estimated 12 million tons, an increase of 12.7 per 
cent on 1969 production. This was largely due to 
favourable weather conditions and to an increase of 
22 per cent in the area planted with new seed varieties’ 
under official programmes. ; 


There was some increase also in the production 
of exportable produce — rubber, palm oil, tea, coco-- 
nuts and kapok — but a significant decrease in the: 
output of tobacco from small holdings and of pepper. 


There is no index of industrial production, but: 
partial data indicate a rapid rate of expansion over. 
a wide range of manufacturing industries in 1970.. 
Cloth production increased by 33 per cent in 1970) 
and yarn output by 29 per cent. Although produc-: 
tion figures for 1971 are not yet available, general 
indications are that the production of most manu- 
factured goods has continued to rise rapidly. 


Production of crumb rubber, which commenced 
only in 1968, increased from 9,000 tons in 1969 to 
35,000 tons in 1970. Output in 1971 will be about 
100,000 tons. Paper production is estimated to have 
increased by 23 per cent, cement by 6 per cent to 
577,000 tons. and fertilizer by 13 per cent to 95,000) 
tons in 1970. There was also an increase in the rate 
of both domestic and foreign investment in the manu- 
facturing sector, and this should contribute to con- 
tinued growth in manufacturing output in 1971. 
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Mining output increased considerably in 1970, 
with petroleum production up by 15 per cent to 311.6 
million barrels. Output from offshore fields is ex- 
pected to show a further increase of 9 per cent in 
1970/71, and, in addition, recently-discovered off- 
shore oil fields were expected to start producing com- 
mercially in the second half of 1971. 


Tin output increased by 9 per cent to 19,100 tons, 
while bauxite production is estimated to have increas- 
ed by 32.6 per cent to 1,229,200 tons. Nickel ore 
production is estimated to have more than doubled 
in 1970 to 538,000 tons, mainly in response to in- 
creased Japanese demand for low-grade nickel ore. 
The potential production capacity is currently about 
600,000 tons per annum. 


Preliminary estimates show that, in 1970, the 
production of forestry products increased by 26.2 
per cent to 9.5 million cubic metres of roundwood 
equivalent. This increase has largely resulted from 
new foreign and domestic investment in forestry 
during the past few years. 


As a means of assisting domestic industries, im- 
port duties on 76 items, including pharmaceuticals and 
household appliances, were raised on 1 June 1971. 
At the same time, duties on 262 other items were 
lowered in an attempt to deal with smuggling, and 
this measure was extended to a further 459 items 
on 1 September 1971. The items included were, gen- 
erally speaking, of classes not made domestically. 


(6) Balance of payments 


The value of non-oil exports for the fiscal year 
1970/71! reached a record level of US$761 million, 
an increase of 15.5 per cent over 1969/70. Oil ex- 
ports increased by 19.2 per cent. Total exports thus 
rose from US$1,039 million in 1969/70 to US$1,204 
million in 1970/71, an increase of 15.9 per cent. 


The increase in the value of export earnings has 
been achieved in spite of a tendency for world prices 
of agricultural commodities exported by Indonesia, 
especially rubber, to decrease. Fortunately, the sig- 
nificant reduction in rubber exports has been com- 
pensated for by increases in export earnings from 
timber and oil. The increase in the value of exports 
of oil reflects an increase in volume, while the sub- 
stantial rise in receipts from timber reflects not only 
increased volume but also high export prices. 


The value of exports of traditional commodities 
in the first half of 1971 was only 0.7 per cent greater 
than in the same period of 1970, mainly because of 
falling export prices. Rubber, copra, coffee and tin 


2 From 1969 onwards, the fiscal year has been changed from the 
calendar year to an April-March year. 


receipts were all lower but were offset by increased 
receipts from a higher volume of tobacco, palm oil 
and pepper exports. The sharp increase in the vo- 
lume of non-traditional exports, such as_ timber, 
meant that total non-oil exports were 21.5 per cent 
greater than in the first half of 1970. 


Government policy on imports is designed to 
foster development activities and, at the same time, 
maintain economic stability. This has materialized in 
higher imports of raw materials and capital goods, 
such as fertilizers, cotton, machinery and heavy equip- 
ment, on the one hand, and imports of food (wheat, 
flour) through aid programmes, on the other. 


In 1970/71, total imports amounted to US$1,207 
million, an increase of 12.7 per cent by comparison 
with 1969/70. The structure of imports has been 
changing, with a greater proportion being for develop- 
ment purposes and a lower proportion for consump- 
tion. Imports of consumption goods were 45.2 per 
cent of total imports in 1968, 31.2 per cent in 1969 
and 29.4 per cent in 1970. On the other hand, im- 
ports of capital goods were 35 per cent of the total 
in 1970/71 by comparison with 13 per cent in 1968. 


The net deficit in the current account of the 
balance of payments increased from US$449 million 
in 1969 to US$476 million in 1970. The amount of 
foreign aid, in the form of both programme aid and 
project aid, increased from US$359 million in 1969 
to US$393 million in 1970, while the inflow of private 
capital has increased from US$17 million in 1969 to 
US$137 million in 1970/71. A summary of the ba- 
lance of payments is given in table II-3-9. 


Table II-3-9. InponEstA: BALANCE OF PAYMENTS 
1969-1970/71 (suMMARY) 


(in million US dollars) 


1969 1969/70 1970/714 

Goods and services 

Exports? (0:05 ta eee 995 1,039 1,204 

Imports fo.b.. 2...) )2=0 993) 0 — 1,071 + =—1,201 

Services'\(net) s) 228 7 e— 396 —417 —479 

Balance on current account . —394 —449 —476 
Official transfers and capital 

(programme and project aid) 315 Epp) 393 
Miscellaneous private capital (net) 63 17 137 
Debt service payments . . . © —39 —44 —68 
Monetary movements (net). . 20 43 21 
Allocation of SDR . . . .- —_— 35 28 
Net errors and omissions . . 35 39 7 


Balance on capital account . +394 +449 +476 


Sources: Appendix to the state address of the President to the 
Members of Parliament, 16 August 1971; Indonesian 
Financial Statistics, Bank of Indonesia, October 1971. 


? Preliminary figures. 
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A major event was the devaluation of the rupiah 
by 9.5 per cent on 23 August 1971, the intention 
being to encourage exports in the face of the United 
States measures of 15 August, which were considered 
likely to affect indirectly the demand for Indonesian 
products in Western Europe and Japan. As already 
noted, exports had already slumped noticeably in the 
period since April 1971. It is too early to say, how- 
ever, whether the move, which was accompanied by 
changes in various export taxes and in differential 
exchange rebates for imports from various aid 
sources, will be successful in encouraging an increase 
in the volume of exports or what the ultimate effect 
on total receipts is likely to be. The effect on imports 
must also be taken into account. These continued to 
rise rapidly throughout 1970 and the early part of 
1971, and a number of measures had already been 
taken, such as tighter control over the issue of mer- 
chant letters of credit, to restrain import demand. 
The devaluation should, on balance, be helpful, but, 
with the pent-up demand for imports, it is not cer- 
tain that the measure wiil be more than a marginal 
check to import demand. 


(c) Public finance 


Government routine revenue increased from 
243.6 thousand million rupiahs in 1969/70 to 344.7 
thousand million rupiahs in 1970/71, while routine 
expenditure increased by 33.1 per cent from 216.5 to 
287.7 thousand million rupiahs for the same period. 
This has resulted in a substantial increase in the cur- 
rent surplus by comparison with that of the previous 
financial year. 


The increase in revenue was due largely to 
changes in tax structure (especially changes in the 
minimum limit of taxable income and the reduction 
in tax rates), an increase in the efficiency of tax 
administration and improvement in tax collection. 


Revenue from all foreign loans and aid has also 
increased by about 23.8 per cent, from 94,500 million 
rupiahs in 1969 to 117,000 million rupiahs in 1970/ 
71. The government budget surplus and revenue 
from foreign loans are the major sources of develop- 
ment finance. 


Total development expenditure was 167.9 thou- 
sand million rupiahs in 1970/71, 38 per cent higher 
than in the previous year. Thus, during‘ the period 
reviewed there has been a considerable increase, not 
only in current expenditure, but also in public invest- 
ment activity. At the same time, the Government 
has been able to finance this expanded activity 
through the mobilization of domestic resources and 
foreign aid, while maintaining internal price stabili- 
ty. 


Part Two. Current Economic Developments 


Revised estimates for the 1971/72 financial year 
provide for a further increase of about 19 per cent 
in both routine revenue and expenditure. Develop- 
ment expenditure originally budgeted to increase by 
about 44 per cent over 1970/71 is now expected to 
increase by only 35 per cent, largely because of ex- 
pected lower foreign aid receipts. The estimated 
over-all surplus is 5,900 million rupiahs, about the 
same as in 1970/71. 


(d) Investment 


A notable feature of recent years has been the 
sharp rise in the level of investment. Estimates by 
the Central Bureau of Statistics show that, while in 
1967 investment was only 8 per cent of GDP, in 
1970/71 it was 13 per cent. A major factor in this 
change has been the atmosphere of confidence in- 
duced by economic stability and the improvement of 
economic conditions generally. But government mea- 
sures to expand private investment through improved 
credit facilities, tax exemptions and other incentives 
have also been an important influence. The flow of 
foreign private investment has continued to gather 
momentum. From 1967 up to September 1971, 428 
projects valued at US$1,600 million have been ap- 
proved. In the year ended March 1971, approved 
projects totalled US$305 million, an increase of 27 
per cent over the previous year. Approvals in the 
six months ended September 1971 were valued at 
US$195 million. The most important sectors have 
been oil, mining and forestry, but, in recent times, 
the manufacturing sector, especially textiles, chemi- 
cals, non-metallic minerals and meial products, has 
proved increasingly attractive. The principal sources 
of foreign capital have been the United States, Japan, 
Hong Kong, Australia, the United Kingdom and the 
Federal Republic of Germany. In a large percentage 
of cases (69 per cent of the total), projects involve 
joint ventures by foreign and Indonesian firms. 


(e) Money, credit and prices 


During the fiscal year 1970/71 the volume of 
credit outstanding has increased by 1,192 thousand 
million rupiahs or 45.4 per cent. In March 1971, 
total credit outstanding reached 381.3 thousand mil- 
lion rupiahs, of which 208.8 thousand million rupiahs 
originated from the Central Bank, 141.5 thousand 
million rupiahs from various state banks, and 37 
thousand million rupiahs from private banks. 


Private saving in the form of time deposits, 
encouraged by continuing economic stability and high 
interest rates, reached 93 thousand million rupiahs at 
the end of October 1971, nearly double the level of 
a year earlier. The money supply rose by 34.3 per 
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cent in calendar year 1970 and by a further 27.8 
per cent by the end of October 1971. The ratio of 
currency to demand deposits in money supply remain- 
ed at 62:38 throughout 1971. Further progress to- 
wards price stability has been achieved. During 1970, 
the index of consumer prices for Djakarta rose by 
8.9 per cent. There was a further rise of 5.8 per 
cent in the first quarter of 1971, since when prices 
(food and housing) have fallen, so that, by the end 
of October 1971, the index stood at the same level 
as in December 1970. 


Economic problems and prospects 


During the period 1967-1969, the aim of econo- 
mic policy in Indonesia was to achieve economic stabi- 
lity and thereafter to consolidate and prepare the 
economy for economic growth and development. The 
success of these efforts is now manifest. The orien- 
tation of budget, money and credit policies has shifted 
in 1970 and 1971 to more positive measures to 
stimulate investment and productive activities, and to 
improve the administrative and institutional frame- 
work within which these are to operate. Policies 
aimed at expanding exports, especially of non- 
traditional items, increasing agricultural productivity, 
and promoting rapid growth in the manufacturing 
sector are all part of this long-term approach to the 
development problem in Indonesia. According to 
official pronouncements, economic development will, 
in the future, mean, in general, a gradual shift of the 
economic structure towards an industrial economy. 


In order to maintain the present growth of GDP 
of 6-7 per cent per year, the rate of growth of saving 
and investment must be raised further, and exports 
increased more rapidly. Although foreign aid and 
official transfers of capital will still play an impor- 
tant role, they cannot be relied upon indefinitely. 


For the rest of 1971, domestic revenue of the 
government budget from taxes and capital inflows 
through official transfers should be in accordance 
with plans. Exports are likely to pick up only when 
economic conditions in the industrial countries im- 
prove, which may not be until mid-1972. On the 
other hand, exports of oil continue to expand and 
this has helped to compensate for the sluggishness of 
traditional exports in 1971. Exports of timber and 
other non-traditional products have also been increas- 
ing, and the likelihood of further important develop- 
ments in the mining sector makes the outlook for 
exports reasonably optimistic for the next few years. 


During the period reviewed, the Indonesian 
economy has entered a period of economic expan- 
sion and a firmer base for future development has 
been established. Nevertheless, Indonesia still faces 


a number of basic institutional problems, in both the 
private and the public sector, which require solution. 


Iran 
Introduction 


The Iranidn economy has been growing fast for 
over a decade. During the third plan period (1962- 
1967) GNP rose by an average of 8.5 per cent per 
annum, and, during the first three years of the fourth 
plan (1968-1972), the average annual growth rate 
accelerated to roughly 10 per cent. Investment ex- 
penditure has been growing by about 10 per cent 
yearly economic growth has been accompanied by a 
remarkable degree of price stability, and the GNP 
price deflator rose by an average of only 1.7 per cent 
over the eight-year period. 


During 1970/71, real GNP increased by 10.3 per 
cent and there was an improvement of 7.2 per cent 
in per capita income. Prices remained stable and 
investment and savings rose further. The only weak- 
ness was the balance of payments which has continued 
to be a source of concern for some time, mainly on 
account of the rising level of development and other 
imports. However, this constraint is expected to be 
overcome in 1971/72 because Iran’s income from oil 
will increase sharply as a result of the increase in 
the posted price of oil and in the tax rate (from 50 
per cent to 55 per cent) under the new oil agreement. 
The prospects for 1971/72 are for a large rise in 
GNP and investment activity, an increase in employ- 
ment, a balance of payments surplus and a decline 
in the debt-service ratio. However, agricultural pro- 
duction is likely to fall sharply due to the current 
deterioration in weather conditions. 


Major developments in 1970/71 
(a) GNP 


Iran’s real GNP increased by 10.3 per cent 
during 1970/71, exceeding considerably the fourth 
plan annual growth rate target of 9.4 per cent. As 
population increased by 3.1 per cent, per capita real 
GNP rose by 7.2 per cent. The oil and services sec- 
tors contributed the largest shares in the growth rate, 
accounting for roughly one-third each of the total. 
As Iran’s income from oil rose by 17 per cent during 
the year, partly as a result of more favourable terms 
obtained under the new oil agreement reached in 
February 1971 and partly owing to increased output, 
the oil sector emerged as the leading sector, account- 
ing for about 27 per cent of the GDP. The increase 
in agricultural production, on the other hand, was 
modest, owing to continuation of drought conditions. 
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Table IJ-3-10. IRAN: GROWTH OF EXPENDITURE AND 
GROSS NATIONAL PRODUCT 


(at constant 1959/60 prices) 


Consumption expenditure 

Private sector . 

Government sector 
Gross domestic fixed-capital formation 
Current account balance of payments® . 


Gross national product 


1969/70 1970/71 rik f 
(thousand million rials) (1969/70) (1970/71) projections 


Rate of Rate of 


wrth 
growth grouth Settee 


(per cent) (percent) (per cent) 


463.4 512.1 11.8 10.5 et 
361.0 392.2 10.2 8.6 6.7 
102.4 119.9 Wee) 17.1 9.8 
132.1 144.2 1.9 9.2 13.6 

10.1 10.8 25.2 6.9 — 
585.4 645.5 10.3 10.3 oot 


Source: Central Bank of Iran, Annual Report, 1971, p. 117. 
* The figures shown here are at constant prices and differ from those shown in the balance 


of payments statement. 


Value added in the agricultural sector increased by 
only 3.0 per cent as against the fourth plan average 
annual target of 4.4 per cent. Industrial production, 
however, expanded vigorously and the growth rate 
of the industries and mining sector improved from 
10.2 per cent in 1969/70 to 13.2 per cent in 1970/71, 
exceeding slightly the plan target of 13.0 per cent. 


The growth momentum originated mainly from 
the domestic sector. Although both consumption and 
investment expenditures expanded strongly, the rate 
of increase in the latter was substantially higher than 
in 1969/70 while that of the former recorded some 
decline. However, the rate of increase in consump- 
tion expenditure, particularly in the government sec- 
tor, exceeded the fourth plan projections and that 
of private and public sector fixed investment fell 
short of the plan target. 


The sectoral distribution of fixed investment 
proceeded on a pattern similar to that in 1969/70; 
the largest share went to the industries and mining 
sector (33.5 per cent) followed by housing (22.8 per 
cent) transport and communication (21.0 per cent), 
services (16.7 per cent) and agriculture (5.7 per 
cent). The ratios of investment and savings to GNP 
declined slightly. from 22.5 and 20.8 per cent res- 
pectively in 1969/70 to 22.3 and 20.7 per cent in 
1970/71. 


(b) Money supply 


Money supply expanded by 7.7 per cent during 
1970/71. The expansion in money supply was caus- 
ed by both the public and private sectors, but the 
former exercised a more pronounced impact; net bank 
credit to the public sector rose by 42 per cent, as 


against the rise of 16 per cent in bank credit to the 
private sector. The foreign sector, on the other hand, 
exercised a sharply contractionary influence on the 
money supply. 


(c) Public finance 


Both government revenue and expenditure in- 
creased strongly during 1970/71, the former rising by 
about 20 per cent and the latter by 18 per cent. 
Revenue from direct taxes and oil increased substan- 
tially, by 26 and 20 per cent respectively, while 
revenue from indirect taxes increased at the compara- 
tively lower rate of 16 per cent. Although the revenue 
surplus increased substantially during the year, the 
over-all budget deficit widened as development expen- 
diture increased. Development expenditure was allo- 
cated: production sectors received 61 per cent, infra- 
structure 3] per cent and social services 8 per cent. 


Table JI-3-11. IRAN: GOVERNMENT REVENUE AND 
EXPENDITURE 


(in thousand million rials) 


1969/70 1970/71 Ee eae 
REVENUE s oce eo eg tee 143.0 171.4 19.9 
Current expenditure. . . 114.4 134.4 17.5 
Revenue surplus. . . 28.6 37.0 29.4 
Development expenditure . 83.0 97.9 18.0 
Over-all deficit . . . . 54.4 60.9 11.9 


Source: Central Bank of Iran, dnnual Report, 1971, p. 13. 
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(d) Prices 


The pressure on demand was offset by the in- 
creased domestic production of manufactured con- 
sumer goods and the import of food items. The 
share of consumption goods in imports rose from 11 
per cent in 1969/70 to 14 per cent in 1970/71. Prices, 
therefore, remained remarkably stable during 1970/ 
71, the consumer price index rising only 1.3 per cent 
compared with the increase of 3.6 per cent in 1969/70. 
The increase in the wholesale price index (2.5 per 
cent) in 1970/71 was also smaller than in the pre- 
vious year (3.4 per cent). 


(e) Balance of payments 


The pressure on the balance of payments in- 
creased during 1970/71. The over-all deficit in the 
balance of payments increased from US$70.9 million 
in 1969/70 to US$239.8 million in 1970/71. Export 
receipts rose at a high rate of 11.3 per cent and 
imports by 15 per cent for goods and 11 per cent 
for services. The current account deficit, therefore, 
increased by US$121.5 million, or 22 per cent. On 
capital account, the surplus increased by only US$- 
14.6 million or 3.7 per cent. 


Table IJ-3-12. IRAN: BALANCE OF PAYMENTS 


(in million US dollars) 


Item 1969/70 TT ee 
Current receipts . . . 1,518.7 1,690.1 ial} 
Current payments 2,072.2 2,365.1 Ei! 
Net current account (1-2) . 553.5 = 67.0) 22.0 
Net capital account. . . 398.8 413.4 3.7 
Miscellaneous th) SIPS 83.8 21.8 Safi Al) 
Over-all balance of payments =70:9 —239.8 238.2 
Foreign exchange reserves . 241.4 135.6 —43.9 


(Dec. 1969) (Dee. 1970) 


Source: Central Bank of Iran, Annual Report, 1971, pp. 132-134. 


(f) Employment situation 


Except for underemployment or disguised un- 
employment, the employment situation seems to have 
improved in 1970/71 after some deterioration took 
place in 1969/70. The ratio of the unemployed to 
the economically active population, which had in- 
creased from 11.8 per cent in 1968/69 to 12.3 per 
cent in 1969/70, declined to 10.7 per cent in 1970/71. 
Moreover, the number of unemployed, which had 
risen by 6.7 per cent to 996,000 in 1969/70, declined 


by 10.6 per cent to 890,000. The improvement is 
seen to be substantial when account is taken of the 
facts that the economically active population increas- 
ed by 2.8 per cent in 1970/71 and that the flow of 
rural unemployed and ‘underemployed to urban areas 
added to the pressure. Migration of rural workers 
to urban areas seems to have increased considerably, 
particularly because of the labour surplus created in 
the rural areas by the introduction of mechanized 
farming. Evidence of this is also provided by the 
proportionate and absolute decline of the labour 
force engaged in agriculture. 


Table II-3-13. IRAN: LaBoUR FORCE, BY SECTOR 


Sector 1968/69 1969/70 1970/71 
Agriculture 3,113,000 3,085,000 3,057,000 
Industry and mining . 1,991,000 2,036,000 2,222,000 
Oile~5. eee Th ees 42,000 42,000 43,000 
Services 1,819,000 1,886,000 2,058,000 


Source: Central Bank of Iran, Research Department. 


Outlook for 1971/72 


The prospects for the Iranian economy in 1971/ 
72 appear to be for an even better performance than 
in 1970/71. The balance of payments constraint is 
expected to be overcome as a result of the new oil 
agreement. Iran’s income from oil is expected to 
increase by 67 per cent in 1971/72. Current receipts, 
therefore, are expected to increase by 55.4 per cent, 
compared with an increase of 27.8 per cent in current 
payments. Given an anticipated 14.4 per cent in- 
crease in net capital account receipts, the balance of 
payments is likely to show an over-all surplus of 
US$120 million in 1971/72, compared with a deficit 
of US$239.8 million in 1970/71. Reserves are ex- 
pected to increase by US$200 million and the debt- 
service ratio to decliae from 20 per cent to 16 per 
cent. 


Investment expenditure is expected to increase by 
21 per cent, and private and government consump- 
tion expenditure by 8 per cent and 20 per cent res- 
pectively. It is anticipated that real GNP will in- 
crease by a record 14 per cent despite a 5 per cent 
fall in value added in agriculture on account of ad- 
verse weather conditions. Prices advanced by 5 per 
cent in the earlier half of the year, but a further in- 
crease in price pressure is not anticipated. The 
employment situation should improve further as ag- 
gregate demand expands, and shortages of skilled 
manpower could emerge. 
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Japan 
Introduction 


In mid-1970, Japan’s five-year-old business boom 
slowed to a halt. Since July 1970 industrial output 
has stagnated and the growth rate in real GNP has 
declined. The slow-down in business activity was 
characterized by a gradual adjustment of fixed 
business investment which had been expanding pre- 
viously by about 25 per cent per annum. Since 
capacity output continued to expand at an annual 
rate of about 11 to 12 per cent, there has been a 
widening gap between actual and potential output 
which reached the level attained in the 1965 recession. 
The reflationary measures taken by the Government 
do not seem to have been strong enough to reverse 
this trend. 


The business slow-down has also resulted in a 
substantial increase in the already large trade surplus. 
The reasonally adjusted surplus in the current ac- 
count rose f.om $2.1 billion in 1970 to $4.6 billion 
in the first half of 1971. and the June level of foreign 
exchange reserves, at $7.6 billion, was double that of 
a year before. : 


Wages continued to rise despite sluggish business 
conditions, but their rate of increase is levelling off 
as a result of the recession in activity. Wholesale 
prices have been falling gradually since the second 
quarter of 1970. This gradual decline has tended to 
enhance further Japan’s international competitiveness. 


Table IJ-3-14 Japan: MAIN ECONOMIC INDICATORS 


(per cent per annum) 


1969 1970 19714 19728 
GNP). AS iee Beare eet. EO a7, 4.1 8.6 
Industrial output. . . . 17,7 13.7 2.8 9.2 


Exports of goods and services 23.5 16.3 9.4 Bal 
Imports of goods and services 22.0 18.0 —0.9 17.6 
Consumer priceindex . . — 7.3 4.8 


Private investment . . . — 121 =a 7.2 


Source: Derived from tables in the text. 
Note: All years are fiscal years commencing 1 April. 
? Estimates of Japan Economic Research Center. 


Recent economic developments 


(a) Reasons for the recession — the adoption 
of restrictive policies in 1969 


The present recession was partly an adjustment 
to a preceding period of extraordinary expansion and 


partly a result of restrictive policies adopted in 1969. 
The application of those policies, however, has been 
gradually relaxed since July 1970 to counteract the 
reduced rate of growth in the economy. Restrictive 
policies were adopted to counteract increases in both 
wholesale and consumer prices which were partly 
“imported” because of the rise in import prices and 
partly a result of excess demand. Measures adopted 
included a tight money policy for the period Sep- 
tember 1969 to January 1971 which involved not only 
a rise in the official discount rate but also increases 
in long-term interest rates. The growing trade sur- 
plus tended to offset the effect of these measures on 
the domestic money supply. Average interest rates on 
bank loans, however, continued to rise, mainly be- 
cause of strong investment demand in the first half 
of 1970. The rate of corporate tax (including local 
tax) was increased by about 2 per cent to 42 per 
cent. 


The growth of government fixed investment was 
also reduced. The rate of increase for fiscal 1969 
was only 5.9 per cent in real terms, the lowest since 
1964. The rate was raised to 13.3 per cent for fiscal 
1970. Steps taken to reduce the overproduction of 
rice and the build up in government rice stocks pro- 
vided an additional deflationary factor. 


(b) Economic conditions before Nixon’s 
new economic policy 


As table IJ-3-15 indicates, although exports mea- 
sured in current prices continued to expand at a 
rapid pace, private investment in inventories and fixed 
assets started to level off after the adoption of the 
restrictive policies. Private consumption spending 
slowed in the third quarter of 1970, and wholesale 
prices have stabilized since March. The sharp de- 
cline in the rate of increase in industrial production 
since July reflected the pessimism of business senti- 
ment arising from the excessive accumulation of in- 
ventories. Real’GNP and imports also stopped ris- 
ing in the fourth quarter of 1970. 


With the gap between actual and potential real 
GNP widening, and a growing trade surplus, the 
direction of monetary policy was reversed in the 
autumn of 1970. The official discount rate was lower- 
ed by 0.25 per cent respectively in October 1970 and 
January 1971, leaving it at its pre-squeeze level. Fiscal 
policy was also given a slightly inflationary stance. 


Prior to the policy measures announced by Presi- 
dent Nixon, the business recession was continuing 
and few signs of recovery were discernible despite a 
further lowering of the official discount rate by 0.25 
per cent and an increase in public investment, through 
government financing. Idle capacity rose to as high 
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a level as that which prevailed during the 1965 
recession. The over-all balance of payments continu- 
ed to rise, with a significant rise in capital inflow in 
May, and, by early August. official reserves reached 
$8.0 billion, more than twice as high as the same 
month in the previous year. 


In view of the large trade surplus which persist- 
ed, the Government decided on an “eight point pro- 
gramme” of action which included such measures as 
the extension of special preferential tariff rates to 
imports from developing countries, reduction of tariff 
rates generally and of non-tariff barriers to trade. 
liberalization of capital flows and the abolition of 
preferential treatment for exporters. Most of these 
measures were not specified in quantitative terms. 
although the programme was intended to be more 
than a confirmation of principles to which the Gov- 
ernment had committed itself. However. with the 
recession becoming more serious. resjstance of the 
business and farming sectors to further liberalization 
intensified. 


Developments in economic policy 


There are several factors which must be taken 
into account when evaluating the impact of the United 
States policy measures and the subsequent exchange 
rate re-alignments. Although the United States’ im- 
port surcharge has been terminated and the re-align- 
ment of major currencies determined, the final out- 
come also depends on the value of structural para- 
meters, such a price elasticities of demand for exports 
and imports, GNP multipliers and domestic price res- 
ponsiveness. The impact will also wary according 
to the monetary and fiscal policy-mix adopted. 


Most econometric studies suggest that the demand 
for Japanese exports is elastic and, although the 
Japanese demand for imports is probably inelastic. the 
net direct price effects of a revaluation should re- 
duce the trade surplus. To some extent this effect 
would be offset because the decline in import prices 
accompanying the revaluation would eventually lower 
export prices. At the same time. a fall in export 
income would induce a downward multiplier effect 
in the Japanese economy. where the level of private 
investment activity depends heavily on developments 
in the external market. If not compensated for by 
expansionary monetary or fiscal policies, the resulting 
change in GNP by the end of the second year of the 
multiplier process could be as large as three to four 
times the original change in output. Thus the fall 
in net exports would also cause a decline in total 
production and an associated fall in imports which 
would offset the original effect of the revaluation. 


This deflationary effect could be slightly modified, 
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since the fall in import and related prices usually 
tends to raise profits and investment in such indus 
tries as oil refining. steel and electric power. A de- 
cline in import prices also may result in a fall in the 
prices of investment and consumer goods, which in 
turn tends to stimulate aggregate demand. These 
facts seem likely io offset. to some extent. the defla- 
tionary ones stated earlier. 


The longer-term effects of upward revaluation 
could be desirable for Japan, both internally and 
externally. provided that appropriate demand manage- 
ment policy is maintained. The general effect would 
be to accelerate desirable changes in the long-run 
structure of production. Internally, it allows a shift 
of resource allocation from exports to more welfare- 
oriented expenditure in areas such as housing, urban 
development. anti-pollution and social security. Ex- 
ternally, imports, especially from developing nations, 
can be increased. This will eventually cause a funda- 
mental change in the production structure, with less 
competitive and often labour-intensive sectors losing 
their markets within Japan and in third markets to 
competitors generally and to competitors from the 
developing countries in particular. This would lead 
to a more efficient international allocation of 
resources. E 


Taking account of all the factors just discussed, 
but especially the short-term impact, the Economic 
Planning Agency (EPA) recently revised downwards 
its forecast of real GNP growth for fiscal 1971 from 
10.0 per cent to 5.5 per cent in terms of real growth. 
As of early November, the growth of exports, especial- 
ly to the United States, has been slowing down and 
a sharper decline is expected in 1972. Industrial 
production. which increased slightly in the third quar- 
ter of 1971, is likely to level off again as a result of 
the fall in export demand. 


Prospects for 1972 


Looking ahead to the next fiscal year, it is likely 
that the present stagnant business conditions will con- 
tinue up to the latter half of fiscal 1972, when a 
gradual upturn is expected. This would result partly 
from what are expected to be strong anti-recession 
policy measures and partly from self-generating forces. 
The speed of the recovery will depend considerably 
on the timing and strength of the counter-cyclical 
policy measures adopted by the Government. 


The Japanese Economic Research Centre (JERC) 
forecasts that real GNP will grow by 8.6 per cent 
in the 1972 fiscal year, assuming prompt and strong 
government policy. 


II-3-16, are based, among other things, on the assump- 


tion of a yen revaluation of 14.3 per cent in relation 


St 


Their estimates, set out in table © 
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to the US dollar (which is approximately equal to 
the exchange rate alteration realigned), a removal of 
the United States 10 per cent surtax and a 25 per cent 
rise in public investment at current prices. The 
pessimistic forecast for the rate of increase in GNP 
in the 1971 fiscal year results from the increase in 
idle capacity in industry and the psychological shock 
given by the decline in the rate of growth of exports 
and the international monetary crisis in general. 
There seems to be general agreement that the current 
account surplus will not fall substantially. The JERC 
forecast suggests that it will only decline from $5.6 
billion to $4.3 billion in fiscal 1972. However, it 
can be argued that the estimate for the expected 
growth of exports (5.1 per cent for fiscal 1972) is 
too low and that the projected fall in the current 
account surplus is too optimistic. 


Table II-3-16. Japan: JERC FORECAST FOR 
FISCAL YEAR 1972 


(in thousand billion yen of 1965 prices) 


FY FY FY 

1970 1971 1972 
ONDER, Zibicn, kee ee. 2 ba! he 57.19 59.56 64.70 
(9.7) (4.1) (8.6) 
Private consumption. . . . 28.02 30.01 S259 
(8.1) (7.1) (7.3) 
Private residential construction . 3.55 3.84 4.50 
(11.4) (2) 17.2) 
Private business investment. . 13.28 13.08 14.03 
L251) ps —@el-5)) (7.2) 
Change in private inventories. DIT 1.04 1.42 
BOE) (5626), (36.3) 
Government consumption . . 3.94 4.10 4.25 
(4.8) (4.3) (3.6) 
Government fixed investment . 4.89 5.99 7.54 
(13.3) (22.5) (26.0) 
Change in government inventories —0.02 —0.06 —0.01 
(GMI2Z7 ) 208-9) (87.7) 
Exports of goods and services. 7.78 8.52 8.95 
(16.3) (9.4) (5.1) 
Less: Imports of goods and services 7.01 6.95 8.17 
OL3:0)7 1 GeO) (17.6) 

Industrial production index . . 220.4 226.5 247.4 
(13.7) (2.8) (9.2) 
Ctirrent/balance® 2 9 Ys) 2" < 2.371 Spey) 4°27 


Source: JERC, Quarterly Forecast, No. 19, December 1971. 
Note: Figures in parentheses are percentage changes in the 
year concerned. 
* Billion US dollars. 


The present large trade surplus in the balance 
of payments will not be easily reduced in the ab- 
sence of an active business recovery equivalent to 
at least a sustained growth rate of potential real GNP 
of 10.0 per cent. If this were to occur there may be 
some modest rise in prices, but this is not likely to 
be serious owing to the existence of large amounts 
of idle capacity. Together with the exchange rate 
appreciation the further promotion of trade liberaliza- 


tion will bring about a rise in imports, but the main 
factor that will reduce the trade surplus is a vigor- 
ous business recovery. 


In conclusions, two sets of policy options appear 
to confront the Japanese economy. The more con- 
servative of these options would encourage a slower 
rate of internal economic development with price 
stability and a sustained although modified current 
account surplus position. The alternative policy set 
would seek a higher rate of growth in the domestic 
economy by rapidly expanding socially-oriented public 
expenditure and a more rapid return to external 
balance by policies which would expedite the struc- 
tural change required. 


Khmer Republic 
Introduction 


The war which broke out in April 1970 and 
which has affected all sectors of the economy is the 
dominating factor in the Khmer Republic’s current 
economic situation and its short-term outlook. Pro- 
duction of all major agricultural commodities has 
fallen and rubber exports, which accounted for 41 per 
cent of total exports in 1969, have ceased. As a 
result, the trade deficit position worsened in 1970 and 
1971 and foreign assets fell rapidly. The government 
budget deficit has increased rapidly, as a result of 
reduced receipts from taxation and the large increase 
in military expenditure. The financing of the deficit 
by borrowing from the Central Bank has fed to a 
more than twofold rise in the money supply since the 
start of 1970. The increased money supply and 
supply shortages involving basic goods have resulted 
in serious inflation. To combat the deteriorating ba- 
lance of payments position, the Government adopted 
a number of policy measures in November 1971, in- 
cluding a 150 per cent devaluation of the exchange 
rate. 

Table II-3-17. KuMer REPUBLIC: 
MAJOR ECONOMIC INDICATORS 


(in million riels) 


Item 1969 1970 1971 
GDP per capiiay. wee 2 2,300 eens erat 
Currency in circulation. . . 6,150 11,580 14,562 
Consumer prices® eer ee 354 397 759° 
EXWONtS! Jsoe Wy teens io wi em e217 29 2,208 3392 
Tiniports: ue Say nae Re a 4,234 2,686 1,014¢ 
Gold and foreign exchange reserves ae 3,345 1,965° 


@ Riels; unofficial estimate. 

> May 1971. 

© Phnom Penh, Working Class General Price Index, 1949=100. 

4 First four months. The estimates given of exports and imports 
are those of the Office National des Changes. 

© August 1971. 
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Recent economic developments 


In 1966, the country’s GDP was estimated un- 
officially to be 32,000 million riels, excluding any 
allowance for subsistence consumption. Unofficial 
estimates indicate that, in real terms, GDP rose by 
about 3 per cent per annum, to reach 35,100 million 
riels in 1969. At the official population estimate of 
7 million, this represents a per capita income of about 
5,000 riels. However, taking account of the current 
situation in the country and of the recent trends in 
production, it seems certain that real GDP fell in 
both 1970 and 1971. 


(a) Agriculture 


Paddy production, the principal export crop, 
reached a record level of 3.8 million tons for the 
season ending March 1970, but dropped to 2.7 million 
tons in the 1970/71 season and the Ministry of 
Agriculture anticipates a further drop to 2.4 million 
tons for 1971/72. Disturbed and uncertain condi- 
tions in the countryside, a shortage of available labour 
and working animals, as well as a reduction in the 
cultivated area, have been the major factors account- 
ing for the decline in production. Price uncertainty 
also has greatly affected rice production. 


An absolute decline in production has charac- 
terized almost all products; it has been particularly 
harsh for rubber. Rubber output has fallen from 
51,800 tons in 1969 to a nil estimate for 1971 because 
the northeast region, where the rubber plantations are 
situated, is no longer under the control of the Govern- 
ment. Forestry, animal-rearing and fishing have all 
suffered serious setbacks. 


(6) Industry and transport 


Estimates suggest that industrial production was 
reduced by half in 1970 and that the decline is con- 
tinuing in 1971. Of the state enterprises, only the 
cement, sugar-refining, textile and plywood factories 
are still functioning, but transport difficulties have 
forced them to reduce their activities. Oil-refining 
and paper and phosphate production have all ceased 
in the public sector. In the face of manpower and 
raw material shortages, private industry is either 
operating far below capacity or not at all. 


The insecurity which exists along national high- 
ways has severely disrupted transport. In addition, 
since the war began the Government has requisition- 
ed large numbers of lorries, buses and general vehicles 
so that both internal trading and the movement of 
merchandise to the ports have been severely disrupted. 


Part Two. Current Economic Developments 


(c) Foreign trade’ 


A large degree of price uncertainty, together 
with the deteriorating conditions mentioned above, 
has resulted in a drastic drop in export production. 
Original official forecasts of export earnings for 1970 
foresaw total receipts of 5,255 million riels, but this 
has been revised downwards to 2,271 million riels 
and the forecast for 1971 is a mere 795 million riels. 
Even this latter figure may not be reached. On the 
import side, original figures for 1970 gave an estimate 
of 3,700 million riels, which was subsequently revised 
to 2,700 million riels. An estimate of 5,000 million 
riels for imports has been made for 1971. Taken 
together, these figures mean that the estimates of the 
trade deficit have been changed from an original 
surplus of 1,500 million riels to a deficit of 400 
million riels in 1970 and of 4,200 million riels in 
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In this context it is important to note that the 
United States Government, under its Commodity Im- 
portation Programme, has accorded the Khmer Re- 
public sufficient economic assistance to cover its im- 
port needs. 


(d) Public finance 


The war has resulted in a dramatic increase in 
the Government’s budget deficit. The gap between 
ordinary budget receipts and expenditures has been 
widened from both sides. Receipts have suffered a 
drop of more than one-third as a consequence of the 
fall in production. Expenditure, on the other hand, 
has doubled as a result of the Government’s military 
expenditure. 


The budgetary position for both 1970 and 1971 
has deteriorated seriously. The original estimate of 
the deficit for 1970 of 475 million riels was subse- 
quently revised to a figure of 7,241 million riels. 
For 1971, the original appropriations adopted by 
Parliament in July had to be revised because foreign 
assistance was less than anticipated. The original 
estimate for the 1971 deficit of 6,038 million riels 
was revised to 10,107 million riels. Further revi- 
sions are possible. 


(e) Money supply and prices 


The 1971 deficit is being financed by borrowing 
from the Central Bank and this is increasing the 
money supply. This supply, estimated at 6,150 mil- 
lion riels at the end of 1969, rose to 14,562 million 
riels in July 1971, implying an increase of about 140 


1 The figures quoted in this section are not consistent with those 
given in table I-3-17, which are from a different source. 
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per cent in 18 months. During this period, advances 
from the National Bank of Cambodia grew from 1,188 
million riels to 12,600 million riels. 


The increase in the money supply, at a time 
when the supply of basic foodstuffs and agricultural 
raw materials was seriously reduced, led to a rapid 
acceleration of the inflation. The index of food 
prices for the working class in Phnom Penh (1949= 
100), which grew from 347 in 1969 to 417 in 1970, 
had risen to 900 by August 1971. 


Recent policy measures and the short-term outlook 


To stabilize the economy and provide some in- 
centives to producers, the Government recently adopt- 
ed a special programme. One of the measures has 
been a new exchange rate of 139.72 riels per US$1 
set by the Cambodian National Bank. 


Another measure is the establishment, under the 
auspices of IMF, of a Foreign Exchange Stabilization 
Fund, financed by external assistance from various 
developed countries. It is estimated that contribu- 
tions amounting to US$25 million will be necessary 
during the first stage of the Fund’s operation. 


It is too early to forecast whether the programme 
will succeed in combating inflation, and it is difficult 
to predict other economic developments if the war 
continues. 


Laos 
Introduction 


Laos faced a difficult economic situation during 
1971. The floods in the Vientiane plain affected 
adversely the annual rice crop. The price situation 
deteriorated. Government revenue declined, while 
civil expenditure continued to rise. The balance of 
trade deficit, which was already huge in 1970, seems 
to have increased further, as the drawings in the 
Foreign Exchange Operations Fund in 1971 became 
so heavy that the free market value of the kip had 
to be adjusted downward by 20 per cent. This 
measure was supplemented by the imposition of a 
wide range of customs duties on items considered 
non-essential as also the abolition of the forfeit sys- 
tem. The Government took measures to promote 
agricultural production and fisheries. The Nam 
Ngum Dam project was reported to be progressing 
as planned and work was begun on numerous small 
development projects and industries. The measures 
taken during 1971 may help improve the economic 
performance in 1972. 


Recent economic developments 


The rate of increase in rice production which 
had accelerated substantially since 1967, seems to 
have suffered a setback as a result of the disastrous 
floods in the Vientiane plain in August/September 
1971. Production estimates are not available, but it 
seems that per capita output remained more or less 
stagnant. The performance of the other important 
sector, namely forestry, was no better. The natural 
reserves of timber in Laos are immense, and timber 
is a leading export item. However, the lack of access 
roads and the absence of a seaport, coupled with the 
lack of security in large areas, have rendered optimal 
exploitation almost impossible. Production of tim- 
ber and charcoal actually declined in the latter half 
of 1970 and this trend continued in 1971. 


As for industry, it is still in the nascent stage 
and the industrial sector consists of small units pro- 
ducing such goods as cigarettes, shoes, matches, 
sauces, soft drinks and furniture. Again no estimate 
of output is available, but, given the very small size 
of this sector is in the economy of Laos, whatever 
change in its output took place was of marginal 
significance. 


The budgetary position of the Government has 
been under considerable strain. In 1970/71, the 
budget deficit amounted to 12.3 billion kip, as against 
the forecast of 8.8 billion kip for that year and the 
actual deficit of 10.0 billion kip in 1969/70. The 
increase in the deficit was due mainly to the short- 
fall of 0.5 billion kip in import duty on gold and 
of 1.2 billion kip in other import duties. 


Money supply, which had increased by 12 per 
cent in 1969, rose further by 11 per cent in 1970 and 
by 9 per cent by the end of September 1971. 


The country’s balance of trade has been record- 
ing huge deficits which have been met by contribu- 
tions from the United States, the United Kingdom, 
France, Japan and Australia. The main export items 
are tin, timber and coffee. Exports cover only 5 per 
cent of imports. In 1970, the value of total imports 
amounted to US$54 million as against exports of 
only US$2.9 million. 


The first phase of the Nam Ngum Dam project 
was inaugurated in December 1971. The generating 
capacity which is 30,000 kW in the first phase will 
increase to 135,000 kW on completion of the final 
phase. Apart from generation of power, it is en- 
visaged that a large part of the plain of Vientiane 
will benefit from the large irrigation projects to be 
undertaken. 
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The Mekong Committee, in co-operation with 
ECAFE, has undertaken a number of studies for irri- 
gation schemes and hydro-electric plants. The Vien- 
tiane plain, with its vast agricultural potential, has 
received the greatest attention, and the development 
plan for its Casier Sud, now under negotiation, covers 
an area of 6,000 hectares. 


Policy measures 


Agriculture is the most important sector of the 
Laotian economy and provides employment and sus- 
tenance to 80-90 per cent of the population. The 
subsistance sector is, however, very large and _ pro- 
duction falls short of the requirements of the entire 
population of the country, necessitating import of 
foodstuffs, notably from Thailand. The Government 
has in recent years made efforts to increase domestic 
output with the ultimate aim of achieving self-suffi- 
ciency in basic foodstuffs, IRRI rice, which allows 
double cropping, was introduced in 1967 and the use 
of fertilizers and insecticides has become more wide- 
spread. The Agricultural Development Organization 
(ADO), a joint Laos-United States venture, has been 
extending loans to farmers for irrigation projects, 
seeds, fertilizers, insecticides agricultural machinery. 
Small irrigation pumps have been sold to vegetable 
growers with a view to increasing the area under 
cultivation. The Nam Negum Project alone is expect- 
ed to irrigate some 34,000 hectares when it is fully 
operational and there are plans for some 200 small 
dams for regulating the water supply to potentially 
arable areas. It has been estimated that, with proper 
irrigation facilities and fertilizer use, the new strains 
of rice will increase the yield per hectare to 10 tons 
compared with the normal yield of one ton in the 
case of local varieties produced by traditional 
methods. In 1969, an import duty on rice was im- 
posed to provide further incentive for local produc- 
tion. It is expected that local production of rice 
will be able to meet domestic requirements within 
the next two or three years. However, an important 
handicap is the lack of a good communication net- 
work, so that transport of foodstuffs from surplus to 
deficit areas may pose a serious problem. 


The Government is also encouraging the produc- 
tion of fish, which is the major source of protein 
supply for the Laotian people. A number of hat- 
cheries have been set up in or near the large towns 
with the object of selling finger-lings to villages for 
setting up fish-ponds. In addition, a large fishery 
project is underway at the Nam Neum reservoir, 
with an estimated production capacity of 1,500 tons 
of fish per annum. 


With a view to improving tax collection, a na- 
tional commission has been set up to revise collec- 
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tion methods. It is expected that the impact of the 
revised methods will become noticeable in the second 


half of 1971/72. 


Since 1964, the Foreign Exchange Operations 
Fund has been used to support the free exchange 
market. The five donor countries (the United States, 
the United Kingdom, France, Japan and Australia) 
contribute in United States dollars annually and the 
fund is operated through the medium of commercial 
banks. The rate of exchange is set by the Fund 
Manager and the banks deal with the public at a rate 
varying within the range of 1 per cent around the 
set rate. From the beginning of 1964 until Novem- 
ber 1971 the rate remained steady around 500 kip 
to US$l. However, since heavy drawings on the 
Fund persisted throughout 1971, a devaluation was 
deemed necessary and, on 8 November 1971, the 
Government, after consultation with the International 
Monetary Fund, adjusted the free market rate to 600 
kip to US$1. 


The official rate, which applies to a very limited 
number of transactions, has remained unchanged 
since 1964. The volume of foreign exchange earn- 
ings at the official rate has also been declining and 
the Government has introduced economy measures, 
such as the reduction of embassy staffs abroad, in 
order that foreign exchange earnings at the official 
rate may meet such expenditure. 


Prospects 


Given favourable weather conditions, the rate of 
growth of agricultural output may be expected to 
pick up again in 1972 under the influence of the 
various promotional measures described earlier 
and depending on the extension of irrigated 
area as the irrigation schemes progress. Laos may 
thus be expected to move further towards the goal of 
self-suficiency in food. The increase in power- 
generating capacity may also encourage and facilitate 
the setting up of new industries and expansion of 
the existing ones. Exploitation of forest resources, 
however, may not increase significantly unless the 
security situation and communication network im- 
prove. The huge deficit in the balance of trade is 
likely to persist. Negotiations with the donor coun- 
tries for commitments to the Foreign Exchange Opera- 
tions Fund in 1972 were entered into and the: require- 
ments were expected to be met. Government revenues 
are not expected to reach the forecast level. This is 
primarily because the income from import duty on 
gold may not come up to expectation. Gold imports 
have been declining and the Vientiane gold market 
has lost its importance following the emergence of 
Singapore as the leading gold market. The budget 
deficit for 1971/72 is expected to exceed the original 
forecast of 9.5 billion kip by a substantial amount. 
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Malaysia 
Introduction 


The year 1970 was important for Malaysia. It 
was the first full year after the racial disturbances 
of May 1969 and the performance of the economy 
indicates the extent to which the economy has re- 
turned to normal. It also marked the end of the 
first Malaysia plan, 1966-1970. and the beginning of 
the second Malaysia plan, 1971-1975. Many _ policy 
changes relating to the disturbances are included in 
the new development plan. 


Economic growth in 1970 was derived mainly 
from sharply increased private investment and con- 
sumption expenditures, and from the expansion of 
public current expenditures. Exports grew very 
little, largely because of lower receipts from rubber. 
Imports, on the other hand, rose substantially and 
thus the surplus on current account in the balance of 
payments was greatly reduced. Continuing low 
rubber prices were a major factor in the poorer ex- 


port performance of early 1971. Economic growth 
in 1971 is likely to be below that of 1970. 


Table II-3-18. Mataysta: MAIN ECONOMIC INDICATORS 


1969 1970 1971 


Real GNP growth rate (°%)* 8.0 6.1 5.0” 
Exports (M$ million)® . .. 4,986 5,106 2,463" 
Imports (M$ million)® . 2. 3,505 4,186 2.074% 
Balance of paymentss . . . 530 60 252 
Consumer prices (1963 = 100) 

(end December)®. . . . 105.2 106.4 105.7* 
External reserves (M$ million) 

(end December)® . . . . 2,471 2;995 2,972° 


Money supply (M$ million) (end 


December) *° 1,911 2,058 2,105* 


® Source: Second Malaysia Plan, 1971-1975. 

» Estimated. 

© Over-all balance, excluding monetary movements. 
Source: Bank Negara Malaysia. 

9 First half of 1971. 

© Source: Department of Statistics. 

f End August. 

® End September. 


Recent economic developments 


(a) Economic growth 


In 1970, GNP, at 1965 prices, grew at 6.1 per 
cent, a rate substantially lower than the 8.0 per cent 


of 1969 but marginally higher than the average an- 
nual growth rate of 6 per cent achieved during the 
first Malaysia plan period. Population growth in 
1970 was estimated at 2.7 per cent, so that per capita 
real GNP went up by 3.4 per cent. This increase was 
again substantially smaller than the 4.8 per cent 
recorded in 1969, but was nevertheless significantly 
higher than the 2.8 per cent achieved during the first 
plan period. The performance of the economy during 
1970 was therefore better than the performance during 
the whole period of the first Malaysia plan. Changes 
in the main economic variables in 1970 over 1969 
and in relation to the period 1966-1970 are shown 
in table I1-3-19 below: 


Table I1-3-19. MAtaysta: GROWTH RATES OF GROSS 
NATIONAL PRODUCT AND SAVINGS AT CURRENT 
MARKET PRICES 


(in percentages) 


Average 
O60/1¢ O=N//006 annual 
1969/1968 1970/1960 growth vate 
1966-1970 


Consumption expenditure: . . 4.8 9.6 6.0 
PRiVatG. 2. sie cients 27a Biz 6.9 5,3. 
Publig) Ar kc.) we wale 10.7 Lez | 8.3 

Gross capital formation: . . . —1.2 21.9 6.5 
Prat Se ie a ne me 32.9 8.1 
PRONCE i Ln ai aon ye ae 4.7 6.1 3.9 

Gross domestic expenditure. . 3.8 WN} 6.1 


Trade in goods and services: 


Exports, oct UE nek wale 19.1 2.0 6.7 
JINPOL(E cps el ee 6.3 12.4 5.6 
Gross national product... 9.8 6,3 6.5 
Gross national savings . . . 32.1 —5,5 8.7 
Gross national savings/GNP.. 20.4 18.1 — 


}ross capital formation/GNP . 14,2 16.3 ~- 


Sources: Second Malaysia Plan, 1971-1975; Bank Negara 
Malaysia, Annual Report 1970. 


The main impetus to growth in 1970 came from 
the domestic sector, in contrast to the situation in 
1969 when the export boom provided the stimulus. 
During the year, gross domestic expenditure increas- 
ed by 11.5 per cent, as compared with 3.8 per cent 
in 1969. The growth of the domestic sector was 
spearheaded by private sector investment, which in- 
creased by nearly 33 per cent, as compared with the 
decline of 5 per cent in 1969. This was an unprece- 
dented increase and much of it was in the manufac- 
turing and construction industries. The Federal In- 
dustrial Development Authority (FIDA), the  statu- 
tory body responsible for the industrial development 
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programme, was streamlined in 1969 and as a result 
of this administrative reform the number of approvals 
of new projects was considerably greater in 1970 than 
in 1969. The rapid increase in private investment 
was largely responsible for raising the investment 
ratio from 14.2 per cent of GNP in 1969 to 16.3 per 
cent in 1970. Private consumption expenditures 
went up by 6.9 per cent, more than twice the in- 
crease of 3.2 per cent recorded in 1969. 


In the public sector, investment rose by 6.1 per 
cent, but consumption expenditures showed the sub- 
stantial increase of 18.7 per cent. These growth rates 
were considerably higher than those recorded in 1969. 
However, development expenditures in 1970 and, in- 
deed, throughout the period of the first plan, have 
fallen short of targets. In 1970, the development ex- 
penditures of the Federal Government were M$724 
million, well short of budget allocations, mainly be- 
cause of the shortage of skilled personnel, the limited 
construction operations of the Public Works Depart- 
ment, and delays in project clearance and in the ac- 
quisition of sites. 


Revised estimates for 1971 provide for develop- 
ment expenditure of M$850 million and results for 
the first six months show that expenditure has been 
much more in line with the estimate than was the 
case in 1970. Domestic and foreign borrowing in 
1971, the programme for which had been largely 
completed by August 1971, is expected to be more 
than sufficient to cover development expenditures. 
Current expenditures in 1971 are budgeted to rise by 
about 11 per cent over the 1970 figures. 


(b) Balance of payments 


In 1970, exports of goods rose by 2.4 per cent, 
a substantially smaller rise than in 1969 because of 
the decline in the price and the volume of rubber ex- 
ported, although higher receipts from tin, palm oil 
and timber exports (prices of which were very favour- 
able) largely offset this fall. The value of imports 
increased by 19.4 per cent, because of the sharp rise 
in domestic private investment and consumption ex- 
penditures, and an increase in import prices. There 
was little change in the traditional net deficit on 
services and transfers, so that the balance of trade 
situation was primarily responsible for the sharp de- 
cline in the surplus on current account from M$705 
million in 1969 to M$156 million in 1970. The 
over-all surplus in 1970 was only M$60 million, as 
compared with M$530 million in 1969. 


In the first half of 1971, merchandise exports 
were 2.2 per cent lower than those for the same period 
of 1970, largely *»ecause of continuing low prices for 


Part Two. Current Economic Developments 


rubber. Receipts from tin and iron ore exports were 
also well down, and increased earnings from palm 
oil and timber were insufficient to offset these declines. 
The rising trend of imports which emerged in the 
second half of 1970 slowed down considerably in the 
first half of 1971, and imports were only 3 per cent 
higher than those for the first part of 1970, which 
in turn were 28 per cent higher than those for the 
same period of 1969. The decline in the rate of 
growth of imports to a large extent reflected slow 
growth in consumption demands. Imports of machin- 
ery and some raw materials recorded substantial 
increases, an indication that private investment con- 
tinued at satisfactory levels in early 1971. 


Although the current account surplus has declin- 
ed sharply over the past three years, Malaysia’s ex- 
ternal reserves have continued to rise because of the 
inflow of private foreign capital, external borrowing 
by the Government and the allocation of special 
drawing rights by the International Monetary Fund. 
Reserves increased by M$124 million in 1970 and by 
M$313 million in the first half of 1971, to stand at 
an estimated M$2,370 million at the end of June 1971. 
In July 1971, they were raised by a further M$62 
million as a result of the liquidation of the third inter- 
national Tin Buffer Stock. 


(c) Money and prices 


The supply of money increased by 7.7 per cent 
in 1970, as compared with 13.3 per cent in 1969. 
This slower rate of growth in the money supply is 
in line with the slower rate of growth of GNP. The 
main source of money expansion was the growth in 
bank lending to the private sector, especially to 
manufacturing enterprises. The money supply was 
also augmented, but to a lesser extent, by the increase 
in the net external reserves of the banking system. 
Public sector operations for the year as a whole were 
contractionary, although a seasonal increase in public 
expenditure in the last quarter had a marked expan- 
sionary influence on the money supply in that period. 


(d) Employment 


The unemployment problem in 1970 worsened. 
Because the labour force continued to expand at a 
relatively high rate and because there were signi- 
ficant increases in productivity in certain sectors of 
the economy, unemployment during the year rose to 
between 8 and 9 per cent. Various short-term mea- 
sures, including the abolition of the payroll tax in 
1971 and the restriction of the amount of overtime 
per worker, were introduced to increase employment 
openings. 


Chapter IIJ. Current Economic Developments and Policies 129 


Major policy changes in 1970 and 1971 
The second Malaysia plan, 1971-1975, published 


in July 1971, reveals a number of important changes 
from past policies. The major objectives of develop- 
ment planning are a greater rate of economic growth, 
a more equitable distribution of income and wealth, 
and the creation of more employment. The plan 
recognizes that the contradictions among these three 
objectives need to be reconciled. 


For example, the discrepancy between employ- 
ment growth and net output growth revealed in the 
first plan period is now specifically taken into account 
in the second plan. The proportion of the increase 
in labour to the increase in output used in projecting 
employment growth in the manufacturing sector is 
0.56, which is in line with experience during the first 
plan, adjusted to take account of policy measures 
designed to promote labour-intensive enterprises, such 
as the Investment Incentives (Amendment) Bill of 
July 1971, which gives relief from tax according to 
the number of workers employed. The move to make 
labour a more attractive factor of production is a 
major departure from past practice. Another impor- 
tant feature of the second plan is the weight given 
to a more even distribution of income and wealth 
and a reduction of the relative racial economic im- 
balance. Rural development, including in particular 
the establishment of agro-based processing industry 
in predominantly Malay rural areas, is emphasized. 


Prospects for 1971 and 1972 


If the balance of trade for January-June 1971 is 
projected for the rest of the year, it is quite possible 
that the over-all balance of payments on current ac- 
count may be in deficit. 


Rubber prices have not shown any tendency to 
rise in spite of the decision of the People’s Republic 
of China to buy Malaysian rubber. The introduction 
of a new grade of SMR, namely the Standard Malay- 
sian Rubber Extra Quality (SMR-EQ) which has 
several qualitative advantages over existing grades of 
SMR, has not influenced the market either. In fact, 
the Government had to intervene in the market with 
support buying. It would appear that no significant 
boost to foreign exchange earnings from the rubber 
industry can be expected in the latter part of 1971 
or in 1972. 


London prices for palm oil in the first five 
months of 1971 averaged £99.81 per ton, as com- 
pared with £92.06 per ton in 1970. However, it is 
felt in some quarters that such prices may not be 
maintained in the latter part of the year or in 1972, 
in view of the likely balance of supply and demand 
for fats and oils in general. 


The possibility of a balance of payments deficit 
on current account in 197] or a very small surplus 
has drawn the Government’s attention to the tradi- 
tional large deficit on the current invisible and capital 
accounts. The problem was raised in Parliament, 
and various methods of reducing the deficit are now 
being investigated. 


Mongolia 
Introduction 


In 1970, Mongolia enjoyed sustained economic 
and social development, and, according to official 
records, the year ended with over-fulfilment of several 
product on targets set in the fourth five-year plan 
(1966-1970). The date available suggest that this 
progress has been sustained in 1971, with a consider- 
able rise in both agricultural and industrial produc- 
tion. The sectoral composition of national income 
continued to shift in favour of industry, whose share 
in national income is expected to grow from 23 to 
27 per cent during the fifth plan (1971-1975). Gross 
fixed-capital formation increased in 1970 by 10.1 per 
cent and, since national income grew by 5.8 per cent, 
the investment ratio rose. Investment is expected to 
grow by 7.2 per cent in 197] and national income by 
5.3 per cent. The major strategies envisaged in the 
fifth plan are: a more stable and substantial growth 
of agricultural production, particularly within the 
livestock sector, together with a continuation of the 
country’s basic industrialization strategy which main- 
tains a higher rate of growth for capital than for 
consumer goods production. 


Recent economic developmenis 


In 1970, the final year of the fourth five-year 
plan, Mongolia’s national income increased by 5.8 
per cent. In agriculture, which accounts for more 
than half of the country’s entire output and provides 
over 80 per cent of total export earnings, 1970 was 
a year of satisfactory performance. Despite adverse 
weather conditions, the 1970 annual plan targets for 
livestock-rearing were exceeded and crop production 
doubled to yield an output of 326,500 tons. About 
40 per cent of total investment in 1970 was devoted to 
agriculture. For the fourth plan period as a whole, 
the annual average rate of growth of agricultural 
output was 6.1 per cent. 


To increase production in agriculture during the 
fourth plan, the Government raised the state purchase 
prices for various agricultural products by 25-100 per 
cent. In addition, bonus prices ranging from 30 to 
400 per cent above basic purchase prices were intro- 
duced for sales of cattle, sheep, wool and milk deli- 
vered to the State over and above the plan quotas. 


Progress was also recorded in industry, transport, 
communications. health and education. In 1970, 
gross industrial production increased by 11 per cent. 
Capital goods production increased by 13 per cent. 
and consumer goods by 9 per cent. Growth rates 
were particularly high in the fuel (22 per cent), 
metal-working (40 per cent) and textile (24 per cent) 
industries. As a result. many industries over-fulfilled 
their 1970 annual plan targets. 


The 1970 transport development targets were 
reported to be over-fulfilled. Emphasis was placed 
on the provision of telephone and other communica- 
tion facilities in rural areas. 


In the field of public health, statistics for 1970 
show that there were 94.3 hospital beds for every 
10,000 persons and one doctor for every 560 persons 
in the country. About 9 per cent of the national 
budget goes into providing free medica! services. As 
a result of improvements in public health and the 
rise in living standards generally. the country’s birth 
rate continued to increase and its death rate to fall. 


Current policy issues 


1971 marked the commencement of the fifth five- 
year plan. Real income is expected to increase by 
22-23 per cent during the period. The plan envisages 
a continued effort to develop agriculture. whose gross 
output is expected to grow by 22-25 per cent. Stress 
will be laid on technological improvement and on 
improving livestock breeding. 


In the past. progress in the livestock sector has 
been unstable and productivity has been low, mainly 
owing to obsolete farm management practices and 
technology, slowness in introducing modern scientific 
methods of breeding. and unsatisfactory organization 
of labour and other resources in the co-operatives and 
state farms. In the fifth plan period, 35 per cent of 
total investment is to be allocated to agriculture, as 
compared with 24 per cent in the previous period. 
Over 70 per cent of this will be used for the develop- 
ment of facilities for improved livestock breeding. 


The target for industrial output is an annual 
erowth rate of 9 per cent, with emphasis on further 
strengthening the fuel and power industries and on 
improving the quality of industrial goods. Light 
industry is expected to rise by 43-47 per cent and 
food industry output by 60-65 per cent. 


In the new plan period. efforts are to be made 
to improve management. Material incentives to in- 
crease production and to encourage greater effort 
from the labour force will be accentuated. Each pro- 
duction unit is expected to be financially self-reliant, 
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and the responsibility and authority of individual 
enterprises in their use of materials, manpower and 
financial resources is to be extended. Greater em- 
phasis is to be given to price incentives to achieve 
plan targets. 


Foreign assistance. both financial and technical, 
will play a major role in the implementation of the 
country’s fifth plan. In 1971, 44.6 per cent of total 
fixed-capital formation was financed from foreign 
sources. 


Outlook for 1971/72 


The short-term outlook is that Mongolia’s 
economy is expected to continue growing at rates in 
excess of population growth, making possible an in- 
crease in aggregate per capita income levels. During 
1971. the national income is scheduled to increase by 
5.3 per cent and investment by 7.2 per cent. 


In the short term, at least, the economy will 
remain predominantly agricultural, with that sector 
continuing to provide the major portion of exports 
and industrial raw materials as well as to be the 
major source of employment. Preliminary estimates 
indicate that progress in agriculture has been main- 
tained in 1971. Meat production rose by 2.5 to 4.5 
per cent and the number of young animals reared 
by the end of the third quarter of the year had 
almost reached the total for the whole of 1970. 


Industrial production is scheduled to rise by 
about 9 per cent in 1971, but, according to prelimin- 
ary data. the output of capital goods will grow by 
13 per cent and that of consumer goods by 9 per cent. 


National income is expected to grow by 7 per 
cent and investment by 5 per cent in 1972. At the 
same time, in line with the plan target, the growth 
of agricultural output is due to rise to 10 per cent, 
compared with the 6 per cent achieved during the 
fourth plan. This will require much effort on the 
part of farmers, in particular through the adoption 
of improved scientific methods of breeding and by 
their response to the higher prices being paid for their 
products. The 1972 target for industrial output is 
an ll per cent increase. 


The deepening of economic and technical co- 
operation with CMEA members, and the co-ordination 
of Mongolia’s planned programme of development 
with them. is an important aspect of this country’s 
future development strategy. The movement towards 
greater economic integration may be expected to have 
favourable effects in raising the growth of production 
and in helping to solve Mongolia’s economic prob- 
lems. 
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Nepal 
Introduction 


Nepal’s economy made some progress during the 
last two fiscal years and prospects for 1970/71 seem 
to be reasonably good. During the third plan period 
(1965-1970), GDP at constant prices rose by 2.2 per 
cent per annum, a rate roughly equal to the estimat- 
ed growth rate of the population. During 1970/71, 
the first year of Nepal’s fourth plan, there occurred: 
a marginal decline in agricultural production; a mo- 
derate increase in industrial production; a modest 
decline in government revenue, especially customs; a 
marked rise in the general price level; a moderate 
increase in the money supply; and a record increase 
in foreign exchange reserves. 


The prospects for 1971/72 appear to be more 
encouraging. Agricultural production is expected to 
increase as a result of more favourable weather con- 
ditions and continuation of government programmes 
aiming at increased use of improved seeds and chemi- 
cal fertilizers. The new trade and transit treaty sign- 
ed with India is expected to increase ‘Nepal’s inter- 
national trade and industrial production as well as 
to restore government revenue collections, which 
depend largely on customs and other indirect levies, 
to the normal level. This, together with a comfort- 
able reserves position and aid inflow may be expected 
to provide an impetus to economic development of 


Nepal in 1971/72. 


Major economic developments 


Inclement weather conditions affected the per- 
formance of the agricultural sector during 1970/71. 
Heavy rains during the harvesting season resulted in 
losses in the wheat, rice and maize crops. Prelimin- 
ary estimates show that the production of wheat de- 
clined by nearly 30 per cent to 216,000 tons. Pro- 
duction of millet, other minor foodgrains and potatoes 
also suffered, while the increase in the output of 
paddy and maize was below expectations. An appre- 
ciable increase in production was recorded only by 
jute (8 per cent). 


Industrial production in 1970/71, which was 
based mostly on local raw materials, was almost equal 
to the level of output in the previous year in the case 
of cigarettes, matches, alcohol, bricks and tiles, shoes 
and tea. Output of sugar exceeded the previous year’s 
level. However, a large decline occurred in jute 
manufactures, a major export item, and a few other 
commodities were somewhat adversely affected during 
the period prior to the conclusion of the new trade 
and transit treaty with India. 


Government revenue was affected both by the 
slowdown in the growth of the economy and uncer- 
tainty caused by delay in arriving at the trade and 
transit arrangements with India. Foreign loans and 
grants also fell short of the estimates. On the other 
hand, regular government expenditure increased sub- 
stantially and despite a moderate increase in develop- 
ment outlay the deficit in the budget amounted to 
Rs 24.5 million, 


Money supply expanded by 12.8 per cent in 
1970/71 as against the increase of 9.7 per cent in the 
previous year. The monetary data for 1970/71 re- 
flected a change in the trend of the fiscal and monetary 
operations. In 1968/69 and 1969/70 the main ex- 
pansionary influence had emanated from the foreign 
sector, while the government sector and time deposits 
were the main contractionary factors. In 1970/71, 
however, the government sector became expansionary 
while the banking system’s claims on the private sec- 
tor showed a decline due to a decrease in bank credit 
for exports. 


The price situation deteriorated during 1970/71. 
The consumer price index increased by 7.9 per cent 
in 1970/71 as against the rise of 3.7 per cent in the 
previous year. The rise was greater in the hilly 
region (9.6 per cent) than in the Kathmandu valley 
(9.5 per cent) and Terai areas (8.1 per cent). The 
price situation was affected by the rise in prices of 
goods imported from India, such as salt, oil, kero- 
sene and textiles, since there had been periodic short- 
ages of these commodities. The deterioration in the 
price situation would have been sharper but for a 
steeper fall in prices of domestic goods, particularly 
those of foodgrains, than in the previous year; domes- 
tic goods’ prices fell by 7.9 per cent in 1970/71, as 
compared with the decrease of 3.7 per cent in 1969/ 
70. 


A balance of payments statement for Nepal has 
not yet been compiled: reliable statistics are lacking 
because 90 per cent of Nepal’s trade and capital pay- 
ments are with India and a large part of the trans- 
actions does not go through the banking channels. 
However, despite these limitations, it can be inferred 
from the reserves figures that the balance of payments 
has not been under pressure. Convertible foreign 
exchange holdings of the banking system increased 
by Rs 204.4 million (36.2 per cent) during the period 
mid-July 1969 to mid-July 1971. Similarly, official 
holdings of the Indian currency reserves increased by 
Rs 29.3 million (16.9 per cent) over the same period. 
However, in 1970/71, the official foreign exchange 
holdings of the banking system did not increase at 
the same rate as in the preceding two years due main- 
ly to trade uncertainty because of the slow progress 
of Nepal-India trade and transit talks. 
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Recent measures ; 


In the field of agriculture, the Government con- 
tinued its efforts to expand credit facilities and irri- 
gation and encouraged the use of improved seeds and 
fertilizers. Diversification, both crop-wise and re- 
gionally was pushed further in favour of jute, to- 
bacco, sugarcane, oilseeds and cotton. Improvement 
in cotton yield was achieved on experimental farms 
run with foreign technical assistance. Raising of 
livestock and cultivation of citrus fruit and potatoes 
was promoted in the northern hilly areas and along 
the highways. To expand jute cultivation, a Jute 
Development Board was established during the year. 


In the industrial sector, a two-year crash pro- 
gramme within the policy framework of the fourth 
five-year plan was initiated, and the Government 
published a priority list of industries. With a view 
to encouraging private investment, certain industries, 
such as food-processing, forest-based industries, other 
consumer goods industries and hotels for tourists, 
were granted special privileges. An Industrial Licens- 
ing Board was created and an Industrial Services 
Centre was established to undertake feasibility studies 
of new industries on a continuing basis. A Small 
Industries Development Corporation was also set up 
to provide technical and financial assistance for local 
handicraft and other small industries using domestic 
raw.-materials. 


A new treaty on trade and transit was signed 
with India in August 1971 covering a period of five 
years. The treaty provides for most-favouréed-nation 
treatment on a reciprocal basis and also for the exten- 
sion of certain proferences by India on a non-reci- 
procal basis. The transit arrangements for Nepal’s 
exports via India were also liberalized. 


Co-ordination between planners and _ executing 
agencies is being brought about and regional plans 
have been initiated with a view to achieving regional 
balance. The Remote Areas Development Committee 
set up in 1969 is conducting techno-economic surveys 
of the northern districts and the Small-Scale Indus- 
tries Development Corporation, established in 1971, 
is concentrating its first efforts on the relatively less 
developed areas. 


Prospects for 1971/72 


The prospects for the economic performance of 
Nepal during 1971/72 are encouraging. Agricultural 
production is expected to improve on the assumption 
of more favourable weather conditions. Industrial 
production is also likely to pick up ac the uncertain- 
ties about trade and transit arrangements have dis- 
appeared after the conclusion of the new treaty and 


Part Two. Current Economic Developments 


a freer flow of imports and exports has been assured. 
The import of industrial inputs can be liberalized as 
the reserves position is comfortable. The forecast 
of government revenue for 1971/72 stands 24 per cent 
higher than the revised figure for 1970/71. Foreign 
loans and grants are expected to rise by 43 per cent 
over the level reached in 1970/71. Development ex- 
penditure is estimated to rise by 57 per cent, while 
the increase in ordinary expenditure will be only 11 
per cent. Deficit financing is likely to be somewhat 
higher than last year. However, the utilization of 
accumulated foreign reserves (which are sufficient to 
finance as much as one year’s imports at the current 
rate), besides aiding the development process, could 
dampen the rising price level. 


New Zealand 
Introduction 


During 1971, there has been a gradual reduction 
in the rapid rate of increase of wages and prices 
which characterized the latter part of the previous 
year. The problems of inflation have been approach- 
ed from the demand side by restrictive fiscal and 
monetary policies; from the supply side, by some 
relaxation of import controls and by imposing some 
direct restrictions on the increase of prices and re- 
muneration. The improvement in economic stability 
and in the balance of payments has been achieved at 
the cost of a slackening in the growth of output and 
investment, and the Government is now seeking a 
combination of policies which will give renewed stimu- 
lus to growth, especially of exports, without reversing 
the progress being made in reducing inflation. Domes- 
tic inflation over the past two years and the worsened 
terms of trade are two of the more important factors 
that affected the full-scale revision of national de- 
velopment targets in November 1971. 


Recent economic developmenis 
(a) National income and expenditure 


Table IJ-3-21 summarizes the developments which 
have been occurring in national income and expen- 
diture. The most striking feature of the year ended 
March 1971 was the sharp increase in wages and 
salaries, which gathered considerable momentum in 
the latter part of that year. As a result of direct 
controls over remuneration, of slacker economic acti- 
vity, and of a reduction of labour shortages, the pace 
of increase has fallen markedly in 1971. However, 
the New Zealand Institute of Economic Research has 
forecast that total salaries and wages in the year end- 
ing March 1972 will be about 17.5 per cent higher 
than they were in 1970/71. More than half of this 
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Table [I-3-20. 


New ZEALAND: 


MAIN ECONOMIC INDICATORS 


1968 1969 1970 1971 
Real GNP growth rate (%) —0.4 1.6 qh YS 
Exports; NZ$ million 750 974 1,112 1,109 
Imports, NZ$ million 637 721 826 1,039 
Balance of payments, NZ$ million . —88 +39 —19 —202 
Consumer prices, 1965=1,000 (calendar years) 1,137 1,193 1,271 1,3747 
External reserves (end of June) NZ$ million . 302 B25 345 460? 


Source: Various official publications. 
Note: Years ending in March. 
* First half 1971. 


increase is attributed to the large increases in pay 
which occurred towards the end of the previous year, 
but wage rates are continuing to rise by more than 
the Government’s general guideline maximum of 7 
per cent. 


Domestic expenditure rose even more rapidly 
than incomes in 1970/71, indeed by about 19 per 
cent over-all, with particularly large increases in 
private capital formation and in the labour-intensive 
government services. In the current year, the growth 
of the private sector’s investment expenditures has 
slowed appreciably, and they have probably fallen in 
real terms; at the same time, the Government has 
been restraining the growth of employment in the 
public service and deferring some capital works. 
The growth of total domestic outlay in 1971/72 is 
expected to be about 12 per cent, much lower than 
in the previous year. 


(b) Output, prices and wages 


In 1970/71, output probably rose in real terms 
by 4 per cent or 4.5 per cent with farm output res- 
tricted by adverse climatic conditions. The increase 
in 1971/72 will almost certainly be slower. 


Price increases in the past two years have been 
substantial; the peak rate of increase occurring to- 
wards the end of 1970, and the rate slackening 
throughout 1971. This is reflected in the quarterly 
changes in the consumers’ price index. This index 
rose by a disturbing 4.1 per cent in the last quarter 
of 1970; the increases in the succeeding three quarters 
have been 2.5 per cent, 2.2 per cent and 1.9 per cent 
respectively, a reflection of the price freeze imposed 
between November 1970 and February 1971 and of 
the price justification scheme for a range of key 
commodities that followed. A Stabilization of Re- 
muneration Act was introduced early in 1971, estab- 


lishing a Remuneration Authority whose approval 
must be sought for proposed increases in remunera- 
tion over a guideline figure of 7 per cent above 
rates paid on 1 January 1971. The Authority can 
approve increases above the guideline on various 
grounds and has done so. The controls have accord- 
ingly not prevented a rate of growth of pay substan- 
tially above the 1960-1969 average of 4.9 per cent 
per annum; nevertheless, they are unpopular with 
most unions. The Act is seen as a temporary expe- 
dient for use while a more satisfactory wage bargain- 
ing framework is being evolved but negotiations on 
this have proceeded slowly. 


(e) External trade and payments 


The large increases in domestic expenditure in 
1970/71 were reflected in a substantial growth of im- 
ports and the balance of payments on current account 
swung from a surplus of about NZ$20 million in the 
previous year to a deficit of over NZ$200 million. 
With the slackening of domestic activity and invest- 
ment in the ‘current year, and some improvement in 
the growth of export receipts, this deficit has been 
rapidly reduced, and is projected to be not much 
more than NZ$100 million in the year ending March 
1972. 


A notable feature of the past year has been a big 
net inflow of capital from abroad. For the year 
ended September 1971, this totalled nearly NZ$117 
million (of which NZ$75 million was on private ac- 
count and NZ$42 million official capital), as com- 
pared with only NZ$23 million in 1970. These 
developments and the receipt of more special drawing 
rights from the IMF have produced a most significant 
improvement in the country’s official overseas reserves 
during the year. At the end of September 1971 these 
exceeded NZ$500 million, the equivalent of nearly six 
months’ payments for imports. 
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Table []-3-21. 


New ZEALAND: 


Part Two. Current Economic Developments 


INCOME AND EXPENDITURE 


(in million New Zealand dollars) 


March years 


Salaries and wages 
Farming income .- 
Company income 


Other private income 


Private income 
Public authority trading income 


Less: Government transfers to persons . 


National income 
Indirect taxation less subsidies . 


Depreciation . 


GNP 


Consumption expenditure 


Private . 
Public 


Fixed capital formation 


Private . 
Public . 


Change in stocks . 


Domestic outlay 


Balance of payments . 


Expenditure on GNP . 


Source: 


Developments in economic policy 
(a) 


For 1971/72, the Government budgeted for a rise 
in expenditure of about 10-11 per cent, as compared 
with that of 18 per cent in the previous year. In 
fact, expenditure has been rising more rapidly than 
expected, largely due to substantial pay increases 
accorded to civil servants. In the first six inonths of 
the fiscal year, total government expenditure was 
probably about 12 per cent higher than in the same 
period in 1970. However, revenue especially from 
income and payroll taxes rose even more rapidly in 
the same period, probably by over 20 per cent, mainly 
as a result of measures taken in 1970. The Govern- 
ment therefore felt able to remove from August the 
temporary surcharge of 10 per cent on income tax 
imposed in October 1970. 


Fiscal and monetary policy 


1969/70 
actual 


4,757 


Change 1970/71 Change 1971/72 

(% estimated Ve estimated 
7) ee 3,075 17.5 3,620 
45 300 10 330 
8.5 625 9 680 
7 940 9 1,025 
15.5 4,940 14.5 5,655 
—10.5 185 8 200 
LS, —490 11 —545 
15 4,635 14.5 5,310 
16.5 410 13.5 465 
8 400 9 435 
14.5 5,445 14 6,210 
16.5 3,360 14.5 3,850 
20.5 880 12.5 990 
23 760 6.5 810 
5 440 10 485 
— 205 —_ 185 
19 5,645 12 6,320 
_ —202 a —110 
14.5 5,445 14 6,210 


New Zealand Institute of Economic Research, Quarterly Predictions, September 1971. 


The Government has continued during most of 
1971 to set fairly restrictive ceilings on the growth 
of bank advances to borrowers not in the preferred 
export categories, the general aim being to confine 
the total increase to about 9 per cent above the pre- 
vious year’s level. Recently, however, this policy 
has been relaxed so that advances may now be per- 
mitted to rise to levels about 11 per cent higher 
during the year ending June 1972 by comparison 
with the previous year. Other measures aimed at 
some easing in the supply of credit to the private 
sector (especially mortgage finance) have also been 
taken. 


(6) 


Further relaxations in import and exchange con- 
trols were announced in the 1971 Budget Statement. 


Import and export policies 
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Restrictions on remittances of legacies and by end- 
grants were removed, travel allowances were increas- 
ed substantially and restrictions on the export and 
import of bank notes were relaxed. Import licensing 
on materials and equipment, especially motor cars, 
was further reduced and the Government stated its 
intention to replace most of the remaining import 
controls by tariffs as the main measure of protection 
within the next five years and has annovnced a sub- 
stantial list of products for consideration for delicens- 
ing in the first year. 


On export policy, the most important develop- 
ment during the year was the agreement reached in 
June between the United Kingdom and EEC on the 
principles of a special arrangement for New Zealand. 
In essence, this provides for the gradual scaling 
down of guaranteed access to the British market for 
New Zealand butter and cheese during the five-year 
transitional period from 1 January 1973. But New 
Zealand will still be able to sell 80 per cent of present 
quotas for butter in 1977, whereas the guaranteed 
cheese market will have fallen to 20 per cent by that 
time and will be phased out completely in the follow- 
ing year. Arrangements for butter after 1977 are to 
be the subject of negotiation in 1975. The minimum 
prices to be paid for the guaranteed quantities are 
to be the average of those prevailing between 1969 


and 1972. 


While the Government has expressed some reser- 
vations about the equity of this arrangement on prices, 
it has accepted the remainder of the arrangements 
made as reasonably satisfactory in the circumstances. 


New Zealand has not so far been greatly affected 
by the developments in international trade and finance 
caused by the balance of payments problems of the 
United States. Being already subject to quota, several 
of its exports were exempt from the 10 per cent sur- 
charge. The rate of exchange of the United States 
dollar in relation to the New Zealand dollar is now 
84 NZ cents as compared with the former rate of 
89 NZ cents. 


Prospects for 1972 


Although cost inflation has dissipated many of 
the advantages which the 1967 devaluation brought to 
the country’s export industries, higher export prices 
and a slowing down of growth in imports means that 
the immediate outlook for the balance of payments 
is for continuing improvement. 


The main problem of policy remains the poten- 
tial conflict between the requirements to induce 
greater expansion of investment, output and exports, 
and the need to continue to reduce the inflation of 


costs and prices. The indications are that the Govern- 
ment will cautiously continue to relax restraints on 
credit and to ease its restrictive fiscal policy, with 
major emphasis being placed on concessions which 
will assist exports and investment. With the ac- 
knowledged inadequacy of present incomes policies, 
the Government is likely also to continue to press for 
agreement with the major organizations of workers 
and employers on establishing a new basis for bar- 
gaining about pay and other conditions within a 
framework of rules designed to protect the public 
against a further resurgence of the cost inflation that 
has occurred in the past two years. 


Pakistan 
Introduction 


A combination of adverse factors affected Pakis- 
tan’s economic performance in 1970/71. A severe 
cyclone and floods in the east of the country and 
drought conditions in the west caused a sharp re- 
duction in agricultural output. Foreign exchange 
shortage necessitated checks on imports, and the 
resultant scarcity of imported raw materials and spare 
parts curtailed the rate of growth of industrial pro- 
duction. Private investment in real terms fell on ac- 
count of uncertainties, labour unrest and other fac- 
tors. Tax reccipts and foreign assistance failed to 
reach the estimated level, while non-development ex- 
penditure of the Government increased on account of 
relief and law and order operations. The tempo of 
development expenditure could not be sustained. 
Savings declined more steeply than over-all fixed in- 
vestment. The balance of payments recorded a large 
deficit. The slowdown in investment activity appears 
to have worsened the employment situation. 


Though agriculture in 1971/72 is expected to 
stage a recovery on account of more favourable 
weather conditions and supportive measures, indus- 
trial production may remain depressed owing to the 
scarcity of imported raw materials which is likely to 
persist. The GNP growth rate may be somewhat 
between last year’s depressed level and this year’s 
target. 


Major development in 1970/71 


The annual plan for 1970/71 aimed at a develop- 
ment outlay of Rs 6,980 million (net) in the public 
sector and Rs 4,500 million in the private sector. 
Tentative evaluation showed that actual implementa- 
tion, in terms of current prices, was of the order of 
Rs 5,570 million in the public sector and Rs 4,910 
million in the private sector, showing a decline of 
10.5 per cent in the former and an improvement of 
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PAKISTAN: 


MAJOR ECONOMIC INDICATORS 


(percentage changes) 


GNP? 

Money supply” . 
Merchandise exports® . 
Merchandise imports® . 


Foreign exchange reserves (million rupees) . 


Consumer price index® 


1969/70 1970/71 1971/72 
actuals estimates projections 
6.6 1.4 5.0 -5.5 
Orr 8.4 — 
1.0 —0.7 8.54 
Halt 1.6 4.09 
1,368 949 — 


(end June 1970) (end June 1971) 


Ge) 4.0 — 


* At 1959/60 factor cost. Source: Central Statistical Office, Monthly Bulletin, October 1971, 
p. 1089 and Budget in Brief, Ministry of Finance, Government of Pakistan, 1971, p. 15. 

> Source: State Bank of Pakistan, Annual Report for 1970-1971, pp. 11-12. The figure for 
1970/71 is for the period July 1970 — 4 June 1971 and that for 1969/70 is for the corresponding 


period. 


© Source: Central Statistical Ofhce, Monthly Bulletin, October 1971, p. 1051. 


are exclusive of re-exports. 


Figures for exports 


4 Source: Annual Plan for 1971-1972, Planning Commission, Government of Pakistan, pp. 17-18. 


© Average of consumer price index for industrial workers at four urban centres. 
Bank of Pakistan, Annual Report, 1970-1971, pp. 19-20. 


7.3 per cent in the latter as compared with 1969/70. 
There was thus a net decline of about 3 per cent in 
over-all gross fixed investment. In real terms, how- 
ever, the decline was steeper because a sharp increase 
in the prices of investment inputs in the international 
and domestic markets and an increase in wage rates 
pushed up the cost of investment in current prices 
during 1970/71... In terms of constant 1969/70 
prices, private investment is estimated to have fallen 
by 2.6 per cent.2 


As regards the source of funds, the fall in 
domestic savings imposed a serious constraint; at cur- 
rent prices, these declined by 6.7 per cent in 1970/71 
as compared with 1969/70.° Estimates of public 
savings went widely off the mark. Government 
revenue collections was badly affected on account of 
natural calamities and disturbances, disruption in 
inter-wing trade, and a slowdown in economic acti- 
vity. Central and provincial revenues, taken as a 
whole, were estimated to have fallen short of the 
budget éstimates for 1970/71 by Rs 1,187 million or 
by about 11 per cent despite the levying of additional 
mid-year taxes of Rs 162 million for the rehabilitation 
of the cyclone affected people. On the other hand, 
non-development expenditure exceeded the budget 


1 See Annual Plan, 1971-1972, op. cit., p. 2. 
3 Ibid. mi 21: 
3 Thid., p 2. 


Source: State 
Figures are provisional. 


figure by Rs 407 million‘ or about 5 per cent, largely 
due to flood and cyclone relief, defence, and subsidy 
on inter-wing PIA travel. The Government had 
recourse to deficit financing of the order of Rs 1,468 
million, exceeding the officially estimated “safe limit” 
by as much as Rs 868 million. In addition, the 
Government drew on its cash balances by Rs 162 mil- 
lion. However, despite this inflationary financing 
(which the Government must have resorted to rather 
reluctantly in view of the fourth plan’s major objec- 
tives of price stability and social justice), domestic 
resources fell short of the budget forecast by Rs 457 
million.4 


Project aid disbursements in the public sector 
were only Rs 735 million as against the budget es- 
timate of Rs 1,285 million; the shortfall being mainly 
due to a lack of complementary domestic resources. 
In addition, there was a considerable shortfall in 
rupee generating non-project aid and releases from 
PL 480 counterpart funds. Total foreign assistance 
at Rs 2,297 million fell short of the budget forecast 
for 1970/71 by Rs 953 million.4 


The growth rate of the economy fell sharply 
during 1970/71. According to the preliminary es- 
timates, GNP (at constant factor cost of 1959/60) 
increased by only 1.4 per cent in 1970/71 as against 
the annual plan target of 6.5 per cent and actual 


4 Ibid., p. 13. 
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growth rate of 6.6 per cent in 1969/70. Taking into 
account the estimated increase of 2.7 per cent in the 
population, per capita GNP declined by 1.3 per cent.® 


Money supply during the period July 1970 to 4 
June 1971 expanded by Rs 1,787.3 million or by 8.4 
per cent as against an increase of 9.7 per cent in 
the corresponding period of 1969/70. The expan- 
sion in money supply was caused mainly by the 
budget deficit, while a smaller expansion took place 
on account of private sector borrowings as compared 
to 1969/70. This was attributable mainly to the 
slackening in business activity that emerged in the 
latter half of 1970/71 in the wake of post-election 
uncertainties and disturbed conditions. On the other 
hand, the foreign sector exercised a much larger con- 
tractionary influence than in 1969/70. 


On 8 June 1971, Rs 500 and Rs 100 notes were 
removed from circulation demonetizing about 18 per 
cent of the total notes of these denominations in cir- 
culation.? Over the year as a whole, therefore, the 
net increase in money supply has been substantially 
less than indicated by the above figure. 


The impact on prices of the increased disparity 
between the rates of increase of output of goods and 
services and money supply during 1970/71 was less 
marked than might have been expected. The con- 
sumer price indices at various urban centres rose by 
an average of slightly over 4 per cent as against the 
rise of about 5 per cent in 1969/70.8 This is per- 
haps explained by the satisfactory supply of food- 
grains and the relative stability of their prices. 


The pressure on the balance of payments increas- 
ed during 1970/71. Over-all export earnings remain- 
ed stagnant, imports, on the other hand, increased by 
1.6 per cent? despite measures to reduce them. In- 
visible earnings also declined mainly because of the 
fall in home remittances by Pakistanis working 
abroad. Preliminary data showed that the balance 
of payments recorded a deficit of Rs 544.9 million in 
1970/71 as compared with the deficit of Rs 184.3 
million in 1969/70. The gold and foreign exchange 
reserves, without taking into account the second allo- 
cation of SDRs amounting to Rs 119.7 million, declin- 


ed by Rs 538.9 million.!° 


5 Central Statistical Office, Monthly Bulletin, October 1971, p. 1089. 

§ See Annual Report, 1970-1971, State Bank of Pakistan, op. cit., 
pp. 11-12. Money supply figures were not available after + June 
1971. 

7 Ibid., pp. 51-52. 

® Annual Report for 1970-1971, State Bank of Pakistan, ep. cit., 
pp. 19-20. = 

©See Central Statistical Office, Monthly Bulletin, October 1971, 
ip. 1 

10 State Bank of Pakistan, Annual Report for 1970-1971, p. 22. 


Policy issues and recent measures 


One of the basic objectives of the fourth five- 
year plan (1970-1975) is to reduce inter-personal and 
inter-regional disparities. In pursuance of this objec- 
tive, additional tax measures, estimated to yield about 
Rs 400 million, were introduced in the budget for 
1970/71 to affect the cost of living of high income 
groups, mostly via sales tax and excise duties on items 
figuring prominently in their cost of living. In addi- 
tion, an income tax surcharge, estimated to yield an- 
other Rs 162 million was imposed in January 1971 
to meet the rehabilitation expenditure in areas affect- 
ed by the cyclone. Some progress was made, there- 
fore, in the direction of placing a greater tax burden 
on the higher income groups. 


As, regards the objective of reducing  inter- 
regional disparity, the annual development programme 
in the public sector for 1970/71 originally fixed at 
Rs 7,700 million (gross) provided for a higher share 
for the eastern part of the country — Rs 4,150 million 
as against the western region at Rs 3,550 million. 
Final figures about actual implementation are not 
yet available, but estimates show that there was a 
larger shortfall in the east due to the impact of floods, 
the cyclone and other disturbances.‘ The annual 
development programme for 1971/72 which has been 
placed at Rs 5,500 million (gross) had also provided 
a larger allocation for the eastern wing (Rs 2,790 
million — including Rs 300 million for flood control 
schemes and Rs 100 million for the cyclone affected 
areas) than to the western part (Rs 2,710 million — 
including Rs 700 million for the Indus Basin Pro- 
ject). In addition an allocation of Rs 150 million 
was made for repair of damage caused to transport 
and other facilities during the disturbances.!” 


The Government incorporated in the budget for 
1971/72 a number of measures recommended by the 
Taxation Commission.!? Important among these were: 
(1) reduction of personal allowance in the case of 
non-salaried income; (2) lowering of the investment 


- allowance; (3) reduction of perquisites provided by 


companies to their employees (4) discontinuation of 
the 15 per cent rebate on profits distributed by public 
companies; (5) imposition of a tax on undistributed 
profits; (6) suspension of tax holidays; and (7) 
lowering of the exemption limit in the case of estate 
duty, wealth tax and gift tax. Additional taxation 
from these and other sources is estimated to yield Rs 


11 See Pakistan Economic Survey, 1970-1971, op. cit., table 84, 
plod. 

12 Budget Speech, 1971-1972, Ministry of Finance, Government of 
Pakistan, p. 6. 

13 See Interim Report of the Taxation Commission, Government of 


Pakistan, 1971. 
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586 million during 1971/72.14 The budget for that 
year also provides for a reduced level of deficit 
financing — Rs 360 million as against actual deficit 


financing of Rs 1.468 million in 1970/71. 


In the monetary field, certain credit curbs were 
imposed in January 1971 following an excessive busy 
season expansion in bank credit to the private sector. 
Thereafter, bank credit started declining and this 
trend was accentuated by the influence of the slack 
season. The State Bank of Pakistan, therefore. with- 
drew the new restrictions in March 1971: and. in 
September 1971, the quota system,’* designed to raise 
the effective lending rate, was abolished. 


Export promotion measures have been given high 
priority. In July 1970, a 10 per cent bonus was 
allowed on exports of raw jute and raw cotton and 
the bonus entitlement on raw jute was subsequently 
raised to 15 per cent. In the case of manufactured 
exports, the bonus rates were raised from 30 and 40 
per cent to 35 and 45 per cent. The new Industrial 
Investment Schedule reserved the bulk of new invest- 
ment for export industries and a programme was 
formulated to increase exports by Rs 1,500 million 
in the next three years. An export crdit fund was 
established in the State Bank of Pakistan with an 
initial capital of Rs 20 million to meet the require- 
ments of those sectors of the export trade in which 
extension of medium- ane long-term credit is usually 
a necessary condition of sale, and also to provide 
refinancing facilities to banks at a concessional rate 
against pre-shipment credits.1* With a view to pro- 
tecting the competitiveness of Pakistan’s exports 
following the floating of the US dollar, the Govern- 
ment unlinked the rupee from sterling and aligned it 
with the dollar as from 17 September 1971. The 
effect of 10 per cent import surcharge imposed by 
the United States was not substantial, for the sur- 
charge affected only 15 per cent of Pakistan’s exports 
to the United States market, the bulk of exports being 
already covered by quantitative import restrictions. 
The official parity rate of the rupee in terms of US 
dollar was not altered following the realignment of 
exchange rates on 19 December 1971. The effective 
devaluation of the rupee vis-a-vis the Japanese yen 
and some European currencies is likely to have a 
favourable impact on Pakistan’s exports. 


In view of the heavy pressure on the balance of 
payments, import of all items considered as luxuries, 
including motor cars, was banned in the January- 
June 1971 shipping period; and, in April 1971, all 


14 See Budget Speech, 1971-1972, op. cit., pp. 14-22. 

15 See Annual Report for 1970-1971, State Bank of Pakistan, op. cit., 
p. 18. 

16 Budget Speech, 1971-1972, op. cit., p. 5. 
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imports for which licences were being issued on a cash ~ 


basis (i.e. at the official exchange rate) were shifted 
to the cash-cum-bonus list, while the previous cash- 
cum-bonus list was suspended, with some exceptions. 
Aid-giving countries were approached in April 1971 


to postpone conversion of that part of debt servicing 


which arose out of bilateral aid commitments. This 
arrangement became effective from 1 May 1971. Pay- 


ment, however. continued to be made in special rupee — 


accounts on due dates. Debt service payments relat- 
ing to commercial transactions were not afiected by 
this arrangement.** 


To relieve unemployment, the Government 
decided to establish a special fund with a capital of 
Rs 30 million that will provide loans to technically 
qualified persons to establish small enterprises. A 


Bureau of Emigration was also set up to promote ex- — 


port of labour on a planned basis.*® 


Outlook for 1971/72 


The strategy adopted for 1971/72 seeks to con- ~ 


centrate upon more labour-intensive 
projects. Agriculture has been given a high priority. 
In the east of the country, special emphasis was 
placed on the rural works programme to improve the 


sectors and — 


rural employment situation and to increase purchas- - 


ing power: in the west. measures are being taken to 


improve crop intensity through expanded tubewell | 


irrigation.’9 


The target for GNP growth rate has been set 
at 5.0 to 5.5 per cent for 1971/72. It comprises 


broad sectoral growth targets of 4 per cent in agri- — 


culture, 7 per cent in manufacturing and 6 per cent 
in services.?9 
the achievements in 1970/71, they are modest when 
compared to the performance in the third plan period. 
The target for the agricultural sector appears to be 
realistic and might even be exceeded as weather con- 
ditions have been more favourable than last year and 
fertilizer consumption is picking up again. 


It appears. however, that dre to the disturbed 
conditions in 1971, output, particularly in the indus- 
trial and other sectors, may not be significantly 
higher than it was last year. The restricted aid inflow 
coupled with the take-over of the management of 


certain basic industries by the Government in January 


1972 may tend to slow down investment activity. As 
a result, the performance of the construction sector 


17 Thid., p. 3. 


18 Ihid., p. 11. 
19 [bid., pp. 10-11. 
2° Budget in Brief, op. cit., p. 15. 


Though these targets are higher than — 
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may also be affected adversely. Industrial produc- 
tion depends considerably on the availability of 
foreign exchange to finance the import of raw mate- 
rials and spares and is, therefore, linked with the 
export performance. Though exports were reported 
to be doing well up to October 1971, it may be 
difficult, in view of the events that followed, to achieve 
the annual plan target of 8.5 per cent growth rate 
for exports. A significant import liberalization may, 
therefore, not be feasible and industrial inputs are 
likely to remain scarce. As for the trade and com- 
merce sector, the disruption of the transport system 
seems to have hindered its growth. The over-all 
growth rate of GNP may, therefore, be around 3 per 
cent, indicating stagnation in per capita income. 


Papua and New Guinea 
Introduction 


The annual rate of growth of GNP in the monetiz- 
ed sector of the economy of Papua and New Guinea 
in the two fiscal years ending 1971 averaged 25.3 
per cent. This high rate of growth was due to the 
development of the copper mining operation at Bou- 
gainville, which is estimated to have accounted for 
24.1 per cent of GNP (monetized sector) in 1970/71. 
However, the subsistence sector remains of great im- 
portance, as is indicated by the fact that, in 1966, 
subsistence and non-market income was officially es- 
timated at just under US$100 per head of total popu- 
lation. 


The country adheres to the Australian monetary 
system and receives unrequited transfers from the 
Australian Government in the forms of spending by 
Australian government departments and of a direct 
subsidy to the Administration. The value of these 


transfers rose over the last decade from A$37 million 
in FY 1960/61 to about A$150 million in FY 1969/ 
70, amounting in the latter year to nearly US$70 per 
head of population. 


Recent economic developments 
(a) Rates of growth 


As indicated in table II-3-23, the rate of increase 
in the growth of GNP accelerated between FY 1968/ 
69 and FY 1970/71. 


Growth from 1968/69 to 1969/70, an interval 
covering the period when construction began on the 
Bougainville copper mining project, is likely to be 
the highest for some time to come. However, the 
growth rate over the following annual period was also 
very high. A slight fall in output of the monetized 
sector is expected in 1971/72 because of a lag be- 
tween the completion of construction activity and the 
beginning of copper sales. From 1972, the levels of 
national and domestic product and their rates of 
growth will, of course, be considerably affected by 
world copper prices. 


(b) Prices and wages 


No satisfactory consumer price index has been 
devised, but the index used suggests that consumer- 
price inflation has not been a problem, the index 
rising from 100 in 1961/62 to 119 in 1970/71. 


Minimum urban wages in several towns were 
increased in 1969 and 1970, generally by A$0.50 per 
week to about A$7.00, and a rise in rural minimum 
wages from the equivalent of about A$4.50 per week 
to A$6.00 per week, has also been recommended. 


Table I]-3-23. Papua AND New GUINEA: 
ANNUAL RATES OF GROWTH AT CONSTANT PRICES 


(in percentages) 


From official figures 


From tinofficial projections 


Average 

(05s. 1969-1970 1970-1971 1971-1972 1969/70- 

1968/69 1974/75 
GDP at market prices (monetized sector) . 13.5 32.1 2505 —1.5 13.7 
GNP at market prices (monetized sector) . 13.6 33.8 22.7 —0.6 9.9 
GDP at market prices (including non-market sector) 6.9 17.7 -- —_— — 


Sources: 1. Papua and New Guinea, Office of Programming and Co-ordination, The Development 
Programme Reviewed, Port Moresby, August 1971, pp. 7, 10. 
2. M. L. Treadgold, “Projections of Economic Activity in Papua and New Guinea with 
“Special Reference to the Bougainville Copper Project’, mimeo., Research School of Pacific 
Studies, Australian National University, September 1971, pp. 43, 45. 
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(c) Agricultural and manufacturing 
performance 


Coffee and tea sales in 1969/70 were somewhat 
higher than projected two years earlier and those of 
cocoa and coconut products somewhat lower. Copra 
sales were lower than in the previous fiscal year. Tea 
and coffee output has continued to expand. Exports 
of coffee in 1969/70 had almost doubled in volume 
and value since three years earlier. Rubber produc- 
tion was substantially lower (12.6 per cent) in 1969/ 
70 than in the previous year. Developments in the 
area planted in cocoa, tea and rubber have slowed 
down with particularly marked lags in indigenous 
plantings of tea and rubber. Returns from cocoa, 
rubber and copra exports have all been affected by 
falling export prices in recent years. Forest produc- 
tion in 1969/70 was almost up to the 1968 program- 
me projections in terms of value and the timber 
industry may well be more important commercially 
than any individual tree crop by 1974/75. 


Over the three years to 1969/70, the rate of 
growth of gross manufacturing output was about 15.4 
per cent. While “food, drink and tobacco” have 
grown roughly as anticipated, “engineering” and 
“timber processing” have grown faster, and “other 
industries” markedly slower than expected. 


(d) Balance of payments 


Because of the special monetary status of the 
country, the balance of payments is a matter of little 
immediate concern. Deficits on current account in 
recent years (excluding unrequited transfers) of 
about A$100 million have been covered largely by 
subsidies and capital inflow from Australia. Follow- 
ing the start of construction on the Bougainville pro- 
ject in 1969/70, imports and invisible expenditures 
increased much faster than exports and invisible 
receipts. The current account deficit for 1969/70 is 
estimated at A$159.9 million. Other contributory 
factors to increased import demand have been the 22 
per cent rise in official Australian government and 
mission subsidies and loans and the 140 per cent rise 
in foreign private investment. 


For the first five months of 1970/71, visible im- 
ports increased in value by 29.3 per cent over the 
corresponding five months of the previous year and a 
deficit on current account (excluding transfers) of 
A$258.9 million has been unofficially projected for 
the year.!. The current account deficit is expected to 
be somewhat smaller in 1971/72 because of the 
normal increase in exports and a fall in imports of 
goods and services on account of the copper project.? 


1 Treadgold, op. cit., p. 34. 
2 Treadgold, ibid. 
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Major policy changes in 1970 and 1971 


The period since 1968 has been marked by a 
steadily increasing official concern for localization of 
employment and _ participation of Melanesians in 
business. 


This concern has been expressed recently through 
the expanding proportion of Development Bank lend- 
ing that goes to indigenous entrepreneurs, through an 
ever-increasing variety of government training ser- 
vices, through government assistance to private train- 
ing programmes and through the appointment of in- 
digenous officers to senior positions in the public ser- 
vice. 


Most important, perhaps, of the policy develop- 
ments was the transfer of powers announced by the 
Australian Prime Minister in July 1970 by which a 
number of areas of government came entirely under 
the control of the House of Assembly and Adminis- 
trator’s Executive Council in Port Moresby. 


Prospects and policy measures required 


Of the major international economic events of 
1971, the currency crisis can be expected: to have 
little impact on the Papua and New Guinea economy. 
Nor is British entry to the European Economic Com- 
munity likely to affffect Papua and New Guinea’s 
exports to any significant extent. A more worrying 
problem is that, with rising exports of coffee — its 
most important cash crop from predominantly indi- 
genous holdings — Papua and New Guinea may have 
to face a quota under the terms of the International 
Coffee Agreement. 


Even more important than this and other inter- 
national complications is a combination of domestic, 
political and economic changes: on the one hand, the 
possibility of large-scale developments of natural 
resources which have given the country’s development 
a completely new aspect, and, on the other, the hurri- 
ed preparation for self-government and _ indepen- 
dence. 


The question of economic relations with Austra- 
lia will also have to be considered before very long. 
Large natural resource projects may reduce the need 
for Australian financial aid; though with the critical 
shortage of trained manpower there will be a need 
for continued technical assistance in spite of the pro- 
gress being made in training indigenous personnel. 


The prospective “major projects”, insofar as they 
eventuate, will bring great bonuses; but a major task 
that they will impose is that of redirecting much of 
the proceeds so that they open opportunities for all. 
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The Philippines 


Introduction 


The year 1971 has been one of recovery for the 
Philippines after the economic adjustments, set in 
motion early in 1970, to deal with internal inflation 
and external imbalance. These adjustments included 
the de facto devaluation of the peso in February 1970, 
curbs on monetary expansion and fiscal action to 
reduce the Government’s budget deficit and a restruc- 
turing of the foreign debt. As a result of a sharp 
rise in exports and a fall in imports, the balance of 
payments deficit on current account has been substan- 
tially reduced. Production in the first half of 1971 
recovered in almost all sectors; the government ac- 
counts in 1970 and 1971 have moved from a large 
deficit cash position to one of comfortable surplus. 
Rising prices remained a problem, but the rate of 
increase showed signs of slowing down in the latter 
part of 1971. The better performance of the economy 
has enabled the Government to revise upwards the 
development plan targets for 1972-1975. 


Table [I-3-24. Tuer PHiILippines: 
MAIN ECONOMIC INDICATORS 


1969 1970 1971 
Gross national product growth 
rate (constant 1967 prices) % 6.7 5.0 65% 
Exports f.o.b. US$ million. . 854.6 1,061.7 538.9 
Imports f.o.b. US$ million. . 1,131.5 1,090.2 546.0” 


Money supply — growth rate % 23.6 18.2° 15.6° 


Consumer prices — growth rate 


67. C(Nanila) 8S tis apy 1.5 8.3° 19.8° 


Source: Various national official publications. 
? Preliminary. 
P Ist half 1971. 
© Years ended June. 


Recent economic developments 
(a) Economic growth and output 


Gross national product (at constant 1967 prices) 
in 1970 expanded by only 5.0 per cent by compari- 
son with the 6.7 per cent rise in 1969 over 1968. 
The slowdown in output was particularly marked in 
the second half of 1970, GNP being only 1.2 per cent 
greater than that of the first half of the year. 


The slowdown in growth in 1970 extended to 
many sectors of the economy. Manufacturing growth 


slackened, from 6.6 per cent in 1969 to 5.9 per cent 
in 1970 (at constant 1967 prices). Construction ex- 
perienced the biggest cut from a 5.6 per cent rise 
in 1969 to a decline of 24.4 per cent in 1970. For- 
tunately there were slight increases in growth rates 
in agriculture (from 4.4 per cent to 4.6 per cent) and 
commerce (from 5.4 per cent to 5.9 per cent) and 
a continued expansion in mining and quarrying from 
13.0 per cent in 1969 to 17.6 per cent in 1970. 


In the first half of 1971 the economy staged a 
sharp recovery. Gross national product at constant 
1967 prices rose to 16,959 million pesos, an increase 
of 5.4 per cent on that for the second half of 1970. 
Among the leading sectors were mining, on which out- 
put increased by 7.9 per cent; construction by 5.8 
per cent; services by 4.3 per cent, and manufacturing 
by 3.8 per cent. For 1971 as a whole preliminary 
estimates indicate a rise in GNP of 6.5 per cent. 


Though agricultural production as a whole 
recovered in the second half of 1970 from the decline 
experienced in the first half of the year, the produc- 
tion of rice has been disappointing and shortages 
have appeared in 1970/71. After three years of rice 
self-sufficiency and even of surplus as a result of the 
new rice technology, weather conditions in 1970/71 
and political influences in one of the main growing 
areas, dealt severe blows to rice production. The 
problem was compounded by the underestimates of 
crop damage, but when the Government realized the 
magnitude of the shortage, rice imports were arrang- 


ed. 


Output of major export crops, especially copra, 
sugar, abaca and tobacco, rose sharply in the 1970 
crop year, but logs and lumber fell back. Further 
increases of 7-10 per cent were recorded in 1971 for 
copra, sugar and abaca but tobacco, logs and lumber 
production fell, the latter by 38.6 per cent to just over 
half the output level of 1969. Most food crops show- 
ed increased output in 1971, but, on the whole, rates 
of increase were well below those recorded in 1970. 


(b) Foreign trade and the balance of payments 


The marked improvement in the balance of pay- 
ments is one of the notable features of the Philippine 
economic recovery. Exports increased from US$854.6 
million in calendar year 1969 to US$1,061.7 million 
in 1970, a rise of 24.2 per cent. By comparison, 
exports during the 1960s were expanding by 4.8 per 
cent per annum on average. In the first nine months 
of 1971 the rate of growth slowed down, especially 
in the third quarter, but at US$847.7 million, ex- 


142 


Part Two. Current Economic Developments 


ports were 9.9 per cent» above the total of US$771.5 
million for the corresponding period of 1970. 


Nearly all this increase was accounted for by 
increased earnings of the ten major exports, especial- 
ly logs and lumber, sugar and coconut products. The 
major factors involved were the expansion in local 
production, buoyant demand and favourable world 
prices, the devaluation of the peso and the effect of 
export incentives. 


On the other hand, imports have been held down 
by a combination of monetary curbs and exchange 
controls by the Central Bank, informal controls by 
the commercial banking sector and by the effect of the 
devaluation of the peso in raising the cost of imports. 
Thus, while, in 1969, imports were US$1,131.5 mil- 
lion, they fell by 3.8 per cent in 1970 to US$1,090.2 
million. The deficit in the balance of payments on 
goods and services account was accordingly reduced 
from US$283.2 million in 1969 to US$33.8 million 
in 1970 and the basic balance (after allowing for 
private and official capital movements) which showed 
a deficit of US$136.5 million in 1969 turned to a 
surplus of US$20.9 million. The improvement con- 
tinued into 1971. Exports rose in the first nine 
months by 9.9 per cent, reaching US$847.7 million 
by comparison with US$771.5 million in the corres- 
ponding period of 1970. Imports, on the other hand, 
also rose by about 9 per cent. Much of this increase, 
by comparison with the performance in 1970, took 
place in the third quarter of the years a period in 
which the growth in exports began to be affected by 
the unsettled international monetary scene and the 
prolonged United States West Coast strike. Over all, 
the balance of payments in the first nine months of 
1971 showed a surplus of US$22.8 million compared 
with US$1.0 million in the same period of 1970. 


The floating of the peso on 20 February led to 
its de facto devaluation from 3.9195 (interbank rate) 
to one US dollar to 6.195 pesos in June and 6.435 
pesos in October 1970. The rate remained firm at 
this level through the first half of 1971. 


The improvement in the over-all balance of pay- 
ments, together with Central Bank foreign loan opera- 
tions, has been reflected in an increase in the inter- 
national reserves of the Central Bank and the foreign 
exchange holdings of the commercial banks, which 
rose from US$125.9 million at the end of 1969 to 
US$219.0 million at the end of 1970 and to US$241.0 
million by end of September 1971. The smaller 
extent of the rise in these reserves during 1971 is 
mainly due to net loan repayments of US$1 million 


during 1971, compared with net borrowings of US$79 
million for the same period in 1970. 


(c) Money supply 


In 1971, the policies of monetary and fiscal res- 
traint adopted in 1970 have been continued. With 
the easing of the external debt problem through 
restructuring and the improved balance of payments 
position, some relaxation in the controls has been 
permitted by mid-1971, such as removal of the pre- 
viously required Central Bank approval of machin- 
ery imports. Money supply kas continued to grow, 
though the rate of expansion has fallen. 


It rose sharply at the end of 1969 but remained 
fairly stable through most of 1970. However, a fur- 
ther sharp rise occurred in December 1970, and, 
with an increase of 3.0 per cent in the first half of 
1971, brought the total expansion for the year ended 
June 1971 to 15.6 per cent by comparison with a 
rise of 18.2 per cent in the preceding 12 months. In 
1969 the major source of increase of money supply 
was public borrowings, while the external sector was 
a contractionary force, but in 1970 the roles were 
reversed: the external sector has had an expansionary 
impact because of the mild boom in exports, the 
private sector has been moderately expansionary, and 
the public sector has exercised a contractionary in- 
fluence. 


In the first six months of 1971, the public sector 
has continued to do so but the external sector and 
the private sector have been expansionary. In 
September-October 1971, therefore, the Central Bank 
tried to dampen monetary and import expansion by 
imposing margin requirements (cash deposits) for 
letters of credit. These requirements were to reach 
a level of 30 per cent by the end of October 1971. 


(d) Prices and wages 


The monetary expansion, coupled with the pres- 
sure on costs because of higher import prices in the 
wake of the de facto devaluation of the peso, has 
resulted in rising prices. in 1969, the consumer price 
index for Manila rose by 1. per cent, while in 1970 
it rose much more sharply by 8.3 per cent, and in 
1971 by a further 19.8 per cent. In July 1971, with 
the expiration of a price control law (which was 
subsequently renewed), prices jumped by a further 
5.1 per cent. Money wage rates have also risen but 
not as fast as prices and thus real wage rates, es- 
pecially for skilled labourers, have declined through 
most of 1969, 1970 and the first half of 1971. Move- 
ments in money and real wage rates for skilled and 
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unskilled labourers over this period are shown in 
the following table: 


Table I1-3-25. THe PuHivipprines: AVERAGE DAILY 
REAL AND MONEY WAGE RATES, 1969-19712 


(1955 = 100) 


Money wage rates Real wage rates 


Skilled Unskilled Skilled Unskilled 
So et ee eee 143.0 160.3 89.2 100.0 
SO 151.9 179 80.9 945 
ROA (istihalf)s 60 1s 158.5 191.4 74.9 90.4 


Sources: (1) Central Bank of the Philippine Statistical Bulletin, 
December 1970; 


(2) Central Bank News Digest, Vol. XXIII, No. 37, 
14 September 1971. 


# Labourers in industrial establishments in Manila. 


(e) Public finance 


The sharp reduction in the cash deficit in the 
public accounts has been a major contributory fac- 
tor to the greater degree of economic stability in 
recent years. Since 1962 every fiscal year has shown 
a cash deficit, most of which was financed by recourse 
to Central Bank. In 1969/70, the cash deficit reach- 
ed 765.9 million pesos. In late 1969 and in the first 
half of 1970 the effects of fiscal reforms, new taxes 
and retrenchment policies began to have their effect. 
In the second half of 1970 there was a net cash sur- 
plus of 77.0 million pesos, compared with a net deficit 
of 857.7 million pesos for the same period in 1969. 
Further improvement was effected through the first 
half of 1971 when a cash surplus of 267.6 million 
pesos was recorded; this may be compared with a 
surplus of 90.9 million pesos in the first half of 
1970. 


Problems and prospects 


The problems that the economy faces in the 
immediate future have to do more with external than 
with internal factors because, in the period since 
early 1970, it has been shown that domestic economic 
policy, especially as regards fiscal and monetary 
management, has been soundly conceived and effec- 
tively implemented. 


A worrisome factor has been the United States 
West Coast dock strike as shipments of major Philip- 
pine exports — sugar and copper concentrates for in- 
stance—have been held up, at a time when the 
Philippines is anxious to fill its sugar quota on the 
United States market. 


The sugar quota consists of a basic quota of 
1,126,020 short tons plus 47.22 per cent of any defi- 
ciencies from other suppliers, or 1,520,947 short tons 
in 1971. But, under the new Sugar Act of 1971, 
which will be in effect from 1972-1974, the Philip- 
pines have been given a lower over-all quota of 
1,314,020 short tons. The resultant loss in earnings 
is estimated at some US$30 million a year. The 
expected setback in sugar earnings will come at a 
time when the outlook for log exports, the largest 
single category of exports in the last decade, is un- 
certain on account of the depletion of Philippine 
forests and competition from Indonesian logs. Prices 
of copper, the fourth largest export, are down but in- 
creased volume has kept export earnings at the same 
level as in 1970 and further increases in receipts 
from this product are expected in 1972, For the 
1970s, it is expected that current investment in the 
development of nickel ore will result in a further ex- 
pansion in export earnings from the mining sector. 


The long-run problem now that a greater mea- 
sure of stability has been attained is to resume the 
growth momentum. Industrial and agricultural in- 
vestment in the private sector is reacting favourably 
to the special incentives offered. More vigorous 
export promotion is now taking place and the de facto 
devaluation of February 1970 has given a spur to 
exports, most significantly of manufactured items. 
The Government has resumed its borrowing, this time 
for long-terzn development projects, the highest priori- 
ty being electric power development. 


The process of changing the structure of the 
Philippines has been going on now since the mid- 
1950s. Substantial momentum for economic develop- 
ment has been built up, but growth has been set back 
by events which have led to two de facto devaluations 
within eight years (1962 and 1970). Nevertheless, 
in the 1950s, the foundations for industrial develop- 
ment were laid, and, in the 1960s, major changes 
were initiated in the agricultural sector. The recent 
performance of the economy has persuaded the Philip- 
pine authorities that an upward adjustment of 
development plan targets is justified. Though original 
targets were modest they had been substantially 
exceeded in 1970 and 1971. Accordingly, in the new 
four-year development plan (FY 1972-1975) the 
planned average annual growth rate has been revised 
upwards to 6.9 per cent, representing a rise from 
6.5 per cent in 1972 to 7.0 per cent in 1975. 


Republic of Korea 
Introduction 


Real GNP increased in 1970 by 9.7 per cent and 
per capita income rose to $233. Industrial produc- 
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tion grew by 17.4 per cent and social overhead and 
capital by 10.2 per cent. Exports and imports in- 
creased by 21.9 and 8.2 per cent respectively over 
1969. Current indications suggest that, in 1971, the 
economy will sustain the high growth path of the past. 


Table II-3-26. RepusLic oF Korea: 
MAJOR ECONOMIC INDICATORS 


(Rates of growth per cent at 1965 constant 
market prices ) 


1969 1970 1971 
GNP. a ee ee oe 15.9 8.9 10.2 
Agriculture, forestry and fishery 11.9 —0.8 2 
Manutactutings G+ > 22.3 17.9 19.1 
Gross capital formation. . . 31.2 —3.9 5.8 
Domestic savings as % of GCF . 62.7 64.6 n.a. 
Exports? s1Pa Varese ie: 32.0 219. 20.4 
Irmportseat shure oe Perna ne 24.6 8.2 2g fs) 
-Wholesale prices* . . . . 6.8 OT 7.1 
Money supply . . .. .» 44.4 TALS) —2.1 


Bank of Korea and Economic Planning Board. 


* 1969 and 1970 figures calculated on 1965 = 100; 
1971 = 100. 


Sources: 


Recent economic developments 
(a) Growth performance 


In 1970, GNP registered a growth rate of 8.9 
per cent, far slower than the increase of 15.9 per 
cent attained in 1969. This slower rate of growth 
in 1970 is reflected in the sharp decline in the growth 
rate of several key economic indicators. Gross capital 
formation increased by 31.2 per cent in 1969 but fell 
by 3.9 per cent in 1970. Exports and imports rose 
by 32.0 and 24.6 per cent respectively in 1969, but 
increased by only 21.9 and 8.2 per cent respectively 
in 1970. Finally, the absolute level of foreign savings 
declined by 4.3 per cent in 1970, as compared with 
19.2 per cent increase in the previous year. These 
reduced rates of growth in key economic variables 
are primarily the result of the Government’s success- 
ful effort to curb excessive investment and imports 
demand. 


In terms of GNP by sectors of origin, agricultural 
output grew at only 2.0 per cent in 1970. Non- 
agricultural activities grew by 12.8 per cent in 1970 
as compared with 17.5 per cent in 1969. Within the 
latter category, the highest growth rate was recorded 
by manufacturing and mining. The social overhead 
capital and other services sector achieved an over-all 
growth rate of 10.2 per cert in 1970, as compared 
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with 15.6 per cent in 1969. In this sector, the growth 
rate of social overhead capital slowed down to 9.7 
per cent in 1970 from the high growth rate of 28.4 
per cent recorded in the previous year. 


According to preliminary estimates, GNP in 1971 
grew by 10.2 per cent, led by the fast 19.1 per cent 
growth of the manufacturing industry. The agri- 
cultural sector performed poorly with a growth rate 
of only 2.5 per cent. 


(b) Price level 


Wholesale prices during 1970 increased by 9.1 
per cent. Consumer prices in Seoul rose by 14.2 per 
cent in 1970 compared with a 10 per cent increase 
in the previous year because of the sharp increase 
in food prices and miscellaneous service charges. 


The money supply recorded a 21.9 per cent in- 
crease during 1970, as against a 44.4 per cent rise 
in 1969, and the rates of growth in time and savings 
deposits and domestic credit creation were 37.2 fer 
cent and 32.3 per cent respectively. The pressure 
on prices was due, in part, to the rise in aggregate 
demand, and, in part, to the shortage in staple foods 
such as rice and key raw materials. 


(c) Investment and savings 


Gross domestic fixed-capital formation, as a 
percentage of GNP, decreased from 34.5 per cent in 
1969 to 28.0 per cent in 1970, while in real terms 
it declined by 3.9 per cent in 1970 as against a 31.2 
per cent increase in 1969. The major factors respon- 
sible for this sharp decline were the substantial fall 
(12.3 per cent) in government investment program- 
mes, and the decrease (11.2 per cent) in demand for 
plant and equipment investments in the private sector 
due to tight control over foreign capital inflow and 
commodity imports and to the imposition of restric- 
tive fiscal and monetary measures. During the first 
half of 1971, preliminary estimates show that public 
construction investment rose by 24.6 per cent and in- 
vestment in plant and equipment rose by 9.7 per cent. 


In 1970, 22.2 per cent of all gross domestic fixed- 
capital formation was in mining and manufacturing, 
71 per cent in social overhead capital, and only 6.3 
per cent in the agricultural sector. These relative 
ratios in the composition of capital formation remain- 
ed unchanged as compared with the previous year. 


Domestic savings as a source of finance of fixed 
capital increased steadily as a proportion of gross 
investment, from 57.3 per cent in 1969 to 63.5 per 
cent in 1970. The ratio of foreign savings to gross 
capital formation of 35.4 per cent emphasizes the 
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continuing dependence of the economy on foreign 
capital. Gross domestic savings, as a percentage of 
GNP, decreased from 17.2 per cent to 16.6 per cent 
over this period. The composition of foreign savings 
continued to change, with non-concessionary capital 
flows increasing ‘by 15.3 per cent and concessionary 
flows declining by 24.6 per cent. 


(d) Government revenue and expenditure 


Total revenue of the national government for the 
fiscal year of 1970 was 423.0 billion won and total 
expenditure was 446.3 billion won, the difference 
being made up by the receipts from counterpart funds 
made available through the US assistance program- 
mes. The proportion of government revenue made 
up by tax receipts increased from 74 per cent in 
1969 to 81 per cent in 1970. In terms of growth 
rates, tax revenue increased by 14.8 per cent in 1970 
as against an increase of 20.8 per cent in 1969. Total 
government revenue excluding the counterpart funds 
increased only by 5.6 per cent as against an increase 
of 29.7 per cent in 1969. The proportion of the 
counterpart funds in the government revenue continu- 
ed to decrease from 6.8 per cent to 5.3 per cent be- 
tween these two years. Direct taxes are the major 
source of tax revenue, constituting about 50 per cent 
of all tax revenue for the period 1969/70. The 
remaining tax revenue was made up of indirect taxes 
(30 per cent) and custom duties (16 per cent). 


(e) Balance of payments and trade 


According to preliminary estimates, the deficit on 
the current account of the balance of payments, in- 
cluding transfer payments, increased in 1970 to $601.4 
million from $550.2 million in 1969. The trade ba- 
lance registered a slightly smaller deficit of $879.1 
million compared with $991.7 million in 1969, with 
commodity exports increasing by 34 per cent and 
commodity imports by 6.8 per cent. Exports of both 
commodities and services increased by 21.9 per cent 
and imports of commodities and services went up 
8.2 per cent during 1970. During the first half of 
1971, total exports are estimated to have increased 
by 20.4 per cent and total imports by 27.3 per cent 
over their respective levels in the same period of the 
previous year. 


The export of industrial products increased by 
35.3 per cent and the share of industrial products 
in total commodity exports increased to 78.5 per cent 
in 1970. Textile products, including clothes and 
fabrics, were the single biggest earner, amounting to 
$300 million, which accounts for about 35 per cent 
of total commodity export earnings. The export of 
wigs and plywood earned around $100 million each 
in 1970. 


Major policy developments 


Toward the end of 1969, the Governnient adopted 
measures to curb price increases, expansionary invest- 
ment activities and excessive consumer demand. 
These measures consisted of restrictions on new loans, 
deflationary budget operations through an increase in 
the budget surplus, and other direct measures to 
control the money supply. During the first half of 
1970, stronger stabilization programmes, known as 
“monetary and fiscal austerity programmes”, were en- 
forced. On the monetary side, a 40 per cent limit 
was placed on the maximum rate of expansion of 
domestic credit creation; discounting by the Central 
Bank was suspended; and excessive bank liquidity 
was absorbed through the issue of government secu- 
rities. On the fiscal side, the rate of government 
budgetary expansion was limited to 14.3 per cent for 
the fiscal year 1970, as against a 44 per cent increase 
in 1969. In addition, a series of new excise taxes 
were imposed on consumer durables and luxury items 
to curb excessive demand. 


Direct stabilization measures were also introduc- 
ed. The target rate of growth in GNP and the level 
of investment were reduced to arrest overhead invest- 
ment activities —the major cause of excessive aggre- 
gate demand. The target rate of growth of GNP for 
1970 was adjusted to 10 per cent, as against the 15.9 
per cent growth rate realized in 1969, and the ratio 
of investment to GNP was reduced to 28 per cent, as 
against 34.5 per cent in 1969. Residential and com- 
mercial construction activities and luxury consump- 
tion were restricted through direct controls and taxa- 
tion. In order to stabilize the prices of major daily 
necessities and raw materials, the Government sup- 
ported the supply and stockpiling of these items 
and adjusted imports through tariff reduction and 
expanded transportation facilities. A direct price 
freeze was imposed on public utility charges during 


the second half of 1970. 


The most important policy shift was perhaps the 
13 per cent devaluation of the won that was carried 
out in July 1971. Though the amount of exchange 
rate alteration required was debatable, the decision 
on devaluation itself was a step in the right direction 
toward a more efficient and stable development pro- 
cess. In the general realignment of parities which 
took place late in 1971, the Republic of Korea main- 
tained parity with the US dollars and devalued in 
terms of yen. 


Concurrently with the won devaluation in June, 
the Government made a slight downward shift in in- 
terest rates as part of a long-range programme to 
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reduce the country’s interest rates which are abnormal- 
ly high in comparison with other developing coun- 
tries. The annual interest on savings deposits was 
lowered by 1.5 per cent from 22.8 per cent to 21.3 
per cent, and that on commercial loans was lowered 
by 2 per cent from 24.0 per cent to 22.0 per cent, 
thereby increasing the margin from 1.2 per cent to 
1.7 per cent. The immediate motive behind the re- 
duction in interest rates was to adopt a more rational 
structure of rates, to improve bank earnings and to 
ease the excessive burden of interest costs on business 
enterprises. 


The effect of these stabilization programmes 
were very much apparent in the over-all slowdown in 
aggregate demand in 1970. Whereas the stabilization 
programmes produced immediate effects on output 
and investment, however, it has had a delayed effect 
on the price level, as evidenced by the 9.8 per cent 
increase in wholesale prices as against the 6.7 per 
cent increase of 1969. Nevertheless, the strong up- 
ward pressures on the price level coming from 
official grain-purchasing prices, increases in excise tax 
rates and the won devaluation in 1971 must have been 
offset to some extent by the stabilization programmes 
pursued throughout the period under review. 


Economic outlook 


The economic outlook for the balance of 1971, 
the terminal year of the second plan, and for 1972, 
the initial year of the third plan, is reflected in the 
targets of the new plan. By looking at the planned 
targets for 1971, and judging from the actual per- 
formance during the first half of 1971, it is evident 
that the economy in 1971 will follow the same path 
of rapid growth as in previous years. 


The growth of GNP for 1971 is likely to appro- 
ximate 11.5 per cent, as against the planned rate of 
10 per cent, with per capita GNP increasing by 9.6 
per cent from $233.0 in 1970 to $251.7 in 1971. The 
growth rate of GNP is projected in the third five- 
year plan (1972-1976) at 9.5 per cent for 1972, which 
is much less than the average growth rate of 11.8 per 
cent achieved during the second half of the 1960s. 
Per capita GNP is scheduled to increase by 7.7 per 
cent to $277.3 in 1972. Total consumption in 1972 
is planned to increase at 8.6 per cent as against the 
10.4 per cent in 1971. While fixed capital invest- 
ment for 1971 is likely to grow by 16 per cent with 
the ratio of fixed investment to GNP remaining at 
28 per cent, gross fixed investment for 1972 is pro- 
jected at 8.5 per cent, about one-half of the rate of 
increase in 1971. All of these planned rates for 
1972, as compared with 1971, point to the gradual 
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shift from the high-growth policy pursued during the 
second plan period toward a balanced growth policy 
in the third plan period. 


Whereas the agricultural sector is expected to 
grow at 4.5 per cent in 1972, the non-agricultural 
sector is projected to grow at 11.7 per cent. Within 
the latter sector, manufacturing industry is scheduled 
to maintain a high growth rate of 17.0 per cent in 
1972, as compared with the 20 per cent achieved in 
1971. 


Total exports in 1971 are projected to reach $1.7 
billion, with a target of $1.35 billion for commodity 
exports. The corresponding target for 1972 is $1.58 
billion. Total imports are scheduled to grow at the 
rate of 13.2 per cent from $2.59 billion in 1971 to 
$2.93 billion in 1972 and the deficit in the balance 
of trade will increase to $930 million. 


There remain a set of problems and bottlenecks 
to be resolved over the next five years. Among the 
more important are the relative stagnation in agricul- 
tural productivity, leading to ever-increasing import 
of grains; the rapid increase in real wages; the in- 
dustrial structure which is becoming more capital- 
intensive and increasingly dependent on imports; and 
the ever-widening gap in the balance of payments 
resulting from rapid growth and continued dependence 
on a large inflow of foreign capital. A set of new 
policy measures is called for and these should place 
greater emphasis on the following: to increase invest- 
ments in the agricultural sector; to promote the effi- 
ciency of resource allocation through correct price 
signals in terms of wages, interest rates and the 
foreign exchange rate; to enhance the international 
competitive power of the Republic of Korea’s indus- 
tries through the strategic choice of appropriate 
technology and products; and more positive measures 
for increasing domestic savings. 


Republic of Viet-Nam 
Introduction 


The rate of growth of output in the Republic 
of Viet-Nam in 1970 has been barely sufficient to 
match the growth in population. The Republic re- 
mains a war-dominated economy with low gross 
investment. Commodity exports are negligible and 
imports are financed only by the expenditure of the 
United States sector in the country and from United 
States aid receipts. 


The most hopeful aspect of the economy is that 
agricultural productivity will continue to rise. 
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Recent economic developments 
(a) National income and production 


The gross national product of the Republic of 
Viet-Nam rose by 2.9 per cent in real terms during 
1970. This is a decline from the rate of growth 
attained in 1969, when there was a sharp rise repre- 
senting a recovery from 1968. 


Agriculture is the predominant sector, constitut- 
ing about 38 per cent of gross domestic product in 
1969. Other sectors are: public administration and 
defence, 22 per cent; wholesale and retail trade, 12.9 
per cent; transportation, 5 per cent; and manufac- 
turing, 4 per cent. 


The share of agriculture in output has been 
increasing and is expected to increase further as a 
result of various improvements. The agricultural sec- 
tor provides about 90 per cent of the country’s exports 
in the form of rubber, spices, fish products, tea, 
coffee, and wood products. The sector also employs 
about 60 per cent of the total labour force. Rice 
production accounts for over half of value added in 
agriculture and uses 86 per cent of the cultivated 


land. 


Agricultural production in 1970 was favourable. 
Paddy production reached a record level of 5.6 mil- 
lion tons, in spite of floods in November. This 
represented an increase of 11 per cent over the 1969 
output and surpassed the previous record output of 
1963. The increase in output is mainly due to the 
Accelerated Rice Programme, which has extended the 
use of new high-yielding seed varieties. The Govern- 
ment intends to increase the acreage planted with 
new seeds by 50 per cent in the 1971 crop year. 


Rubber production also increased markedly (by 
19 per cent) during 1970, but production remains 
seriously affected by the damage inflicted on the plan- 
tations by war activities and by a shortage of labour 
caused by military conscription. Livestock and 
fishery production in 1970 were 10 per cent and 24.5 
per cent higher, respectively, than in 1969. 


Industrial production is expanding, although the 
rate of increase has declined. The general index of 
industrial production rose by 14 per cent in 1970, 
as compared with 25 per cent in 1969. Some indus- 
tries, such as paper and paper products, lime and 
cement, beverages and textiles, increased their output, 
while the production of others, such as transport 
equipment, machinery, electrical appliances and 
aluminium declined. ; 


Construction activities expanded at a reduced 
pace during the year. 


(6) Investment savings and foreign aid 


Gross investment is about 10 per cent of GNP. 
This is low, compared with other countries in south- 
east Asia. Most public investment has been devoted 
to construction and rehabilitation, while, in the pri- 
vate sector, most investment has been in machinery 
and equipment. 


One reason why investment has been low is 
because of the failure to mobilize financial resources. 
Private savings are still very low, although they have 
begun to rise recently as a result of the development 
of commercial banking and a rise in interest rates. 
The public sector is normally in deficit because of 
defence and other expenditure requirements. The 
level of investment which does exist, even though it 
is low, has been made possible by inflows of foreign 


aid. 
(c) External trade and payments 


The balance of trade showed a slight improve- 
ment in 1970. While export receipts fell slightly 
from US$12.5 million in 1969 to US$12 million, im- 
ports also fell marginally from US$667 million in 
1969 to US$662 million in 1970. Approximately half 
of these imports were financed by United States aid 
and the bulk of the remainder from foreign currency 
receipts arising from United States expenditure in the 
Republic of Viet-Nam. There was a slight over-all 
reduction in the balance of payments deficit, foreign 
exchange reserves falling by US$39 million, as com- 
pared with a decline in reserves of US$60 million in 
1969. 


Exports for 1971 are expected to reach US$16- 
17 million, while imports are estimated at about 


US$700 million. 


(d) Prices and wages 


The severe inflation which began early in 1965 
has been running at or over 30 per cent per year 
during the late 1960s, but seems to have moderated 
since mid-1970. Cost of living increases during the 
ten-month period from July 1970 to April 1971 ap- 
pear to have been 10 per cent or less. 


The stabilization policies which have reduced the 
rate of inflation are discussed in the following sec- 
tion. 


Policy developments 


Stabilization policies initiated by the Govern- 
ment during the third quarter of 1970 and extended 
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during the first quarter of 1971 included the follow- 
ing measures: a devaluation of the exchange rate 
which increased the price received for exports from 
VN$175 per US dollar to VN$275 per US dollar in 
October 1970, and then to VN$350 per US dollar in 
June 1971. The effective rate for imports has been 
consolidated at VN$400 per US dollar. These ex- 
change rate changes were accompanied by a simpli- 
fication of the import licensing procedure which 
extended the range of goods that can be imported. 
Interest rates have been nearly doubled to encourage 
private savings. Government revenue has been in- 
creased by reducing subsidies and by raising taxes 
on imports, thereby lessening the need for deficit or 
inflationary financing. Attempts are also being made 
to increase budget revenue by improving the tax 
structure and tax collection. The previous tax sys- 
tem was complicated and cumbersome and resulted 
in a substantial degree of tax evasion and inequity. 
An over-all plan to improve the efficiency of tax ad- 
ministration is being finalized. 


Prospects 


The Government is pushing forward with the 
Accelerated Rice Programme under which high-yield 
varieties of seed are being introduced. The inten- 
tion is not that additional areas should be used for 
paddy cultivation, but that yields should be substan- 
tially increased by the introduction of double crop- 
ping in conjunction with the increased use of fertili- 
zers and new seeds. As a result of these improve- 
ments the country should again move towards self- 
sufficiency in rice production. The five-year plan for 
rural development (1971-1975) envisages that total 
rice production should increase by 17 per cent in 
1971 over the previous year’s output. The plan also 
envisages an increase in production of livestock by 
8.7 per cent, of fishery products by 13.9 per cent, and 
of other agricultural products by 17.2 per cent. 


The relative success of the stabilization measures 
and the more realistic foreign exchange rates should 
help to provide a climate favourable to the develop- 
ment of the Republic of Viet-Nam’s exports and its 
embryo import substitution industry. Nevertheless, 
all prospects for the country’s economy depend upon 
the state of the war. 


Singapore 
Introduction 


The Singapore economy in 1970 grew even faster 
than in 1968 and 1969. Per capita gross domestic 
product in 1970 rose by 11.8 per cent to S$2,682. 
However, given the less favourable international situa- 
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tion in 1971, the likely further fall in entrepot trade 
and the completed withdrawal of British military 
bases from Singapore in October 1971, Singapore’s 
growth rate in 197] is unlikely to reach that of 1970, 
and, according to Government pronouncements, may 
be in the region of only 6 to 10 per cent. 


Table []-3-27. Srmncapore: 
MaIN ECONOMIC INDICATORS 


1969 1978 1971 

Gross domestic product growth 

rate (%, current prices). . 13.7 15.0 10.0* 
Exports (S$ million) . . . 4,741 4,756 2,604> 
Imports (S$ million) 6.244 7,534 4,295" 
Money supply 

(annual change, %) . . - 18.5 15.0 — 
Consumer price index 

(1960 = 100) 1111 1115 113.1° 
International reserves (commer- 

cial banks (net) and official, 

end of period) (S$ million) . 3,164.3 3,7183 — 
* Estimated. 
> First half. 
© End June. 


Recent economic development 
(a) Economic growth and output 


In 1970, the Singapore economy maintained the 
vigorous pace of expansion exhibited in the previous 
two years. Gross domestic product in current prices 
rose by 15.0 per cent, compared with 13.7 per cent 
in 1969 and 15.3 per cent in 1968. The distribution 
of this growth by industrial sectors and the propor- 
tionate contribution to gross domestic product are 
shown in table [1-3-28. 


The most important sectors of the economy are 
manufacturing, domestic trade and entrepot trade, 
which together accounted for over half the gross 
domestic product in 1970. The fastest growing sec- 
tors in 1970 were construction, manufacturing and 
government services. On the other hand, military 
services’ contribution to gross domestic product re- 
mained static, while entrepot earnings declined. The 
indications are that these trends continued in 1971 
and may extend into 1972. 


With a growth rate of 28.6 per cent, manufac- - 


turing accounted for more than one-third of the in- 
crease in gross domestic product in 1970. The in- 
creasing export-orientation of the manufacturing sec- 
tor is seen in the rapid growth of manufactured ex- 
ports; in 1970, direct exports grew by 25.0 per cent, 


Peers eeand tye 0 


* 
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constituting 42.9 per cent of total manufacturing out- 
put, compared with only 27.5 per cent in 1968. Over 
the past decade the structure of the manufacturing 
sector has changed significantly. There has been a 
widening of the industrial base as well as a deepen- 
ing process, with greater concentration on technolo- 
gically-sophisticated industries and larger enterprises. 
The expansion in industrial production has been due 
in large measure to the growth of petroleum refining, 
food processing, the manufacture of electrical machin- 
ery, apparatus and appliances (mainly electronics 
component assembly) and shipbuilding and repair. 


Table II-3-28. SincAPorRE: GROSS DOMESTIC PRODUCT 
BY INDUSTRIAL SECTORS 1969/70 — SHARES 
AND GROWTH RATE 


(at current factor cost) 


1969 1970 
Industrial sector Per cent Growth Per cent Growth 
of total rate of total rate 
arian re Pets RIT «100.0 13.7 100.0 15.0 
aeds sector. «ng BOs 21d 28.8 27.0 
Agriculture . . . . 3.2 0 2.9 5.2 
Manufacturing ean hss 25.3 20.7 28.6 
Construction 9. 206. 4.4 18.4 5.2 36.4 
BIePeraess 5) Geeks Fea att, Shak 3 9 11,3 71.2 107 
Electricity, gas, water. . 20 9.8 24 13.8 
Government services . 6.6 6.9 7.1 22.6 
Military services . . 83 weal) .6 43 0.3 
Ownership of dwellings . 3.8 10.4 37 12.1 
prourisin. <p. FEES 4.7 54.9 4.9 21.0 
Wholesale and retail trade 32.0 18.3 30.5 95 
(a) Entrepot trade . (13-8) (25.6) (1364) " (95) 
(b) Domestic trade . (18:2). (14:5) (19.1) (20.1) 
Other services. . , . 16.0 6.6 15.3 9.8 


Source: Statistics Department, Singapore. 


The construction sector showed the largest rate 
of growth in 1970 in response to rising demand for 
residential housing, office and factory space, shopping 
centres and hotel accommodation. However, this has 
given rise to sharp increases in costs and a serious 
shortage of labour, though these have been offset to 
some extent by increased imports of construction 
materials and liberalized immigration requirements 
for construction workers. 


In the services sector, the decline in entrepot 
trade is in marked contrast to the high rate of growth 
in 1968 and 1969. The poor performance in 1970 
and also in 1971, after the rapid recovery since 1965 


with the resumption of trading relations with Indo- 
nesia, is due to a number of factors, including the 
continued low price of rubber, reduced exports of 
petroleum and petroleum products to the Republic of 
Viet-Nam, and the increasing direct exports and im- 
ports of neighbouring countries. The likelihood is 
that entrepot trade will in the future continue to fall 
in relative importance. 


Growth in government services in 1970 reflected 
the increasing importance of domestic defence ex- 
penditure in contrast to declining foreign military 
expenditure which, with the withdrawal of British 
military forces, will largely disappear. 


The high rate of growth in tourism of 1969 was 
not maintained in 1970 but at 21.0 per cent it was 
still one of the fastest growing sectors. A slower rate 
of growth is expected in 1971, and, with the expan- 
sion in hotel construction in recent years, surplus ac- 
commodation capacity has emerged. 


(b) Gross domestic expenditure 


Gross domestic expenditure at current prices rose 
by 19.4 per cent in 1970, as compared with 12.8 per 
cent in 1969. The year saw gross domestic capital 
formation rise by 40.9 per cent, reaching 24.5 per 
cent of GDE, with the largest investments being in 
machinery and equipment, leading to a rapid growth 
in productive capacity. A significant percentage of 
this increase was due to the increase in foreign in- 
vestment in the private sector. Government consump- 
tion expenditure grew by 34.8 per cent for the year, 
whereas private consumption grew by only 10.3 per 
cent. With the large number of investment projects 
both in the public and private sectors still in the pro- 
cess of completion, it seems likely that the rapid rate 
of capital formation in 1970 will be more or less 
maintained in 1971. 


(c) Employment 


Employment increased by 44,300 workers between 
1969 and 1970, more than half of which were absorb- 


ed in the manufacturing sector alone. 


The high unemployment rate of 9.1 per cent 
recorded in 1966 has been greatly reduced in recent 
years and there are signs .of an increasingly tight 
labour market. Employers in many areas are finding 
it difficult to recruit new workers and there is strong 
competition for skilled labour. As a result, immigra- 
tion restrictions on non-citizen workers have been 
relaxed for many types of skills. The number of 
persons registered at the national employment ex- 
change declined from the peak of 72,300 in 1967 to 
43,700 by the end of 1970; by mid-1971 the number 
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had further declined to 38,000. The trend is expect- 
ed to continue despite the retrenchment of workers 
from the British military base. 


(d) External trade and payments 


Exports in 1970 showed a very sluggish growth 
rate of only 0.3 per cent to reach S$4.755.8 million, 
as compared with an increase of 21.8 per cent in 1969. 
Imports for the same period were S$7,533.8 million, 
an increase of 20.7 per cent compared with 22.8 per 
cent in 1969. For the first half of 1971 exports 
showed an increase of 12.5 per cent and imports 20.1 
per cent over the corresponding period in 1970. As 
a result of differential growth rates, the trade deficit 
widened from $$1,502.9 million in 1969 to S$2.778.0 
million in 1970 and for the first half of 1971 the 
trade gap stood at S$1,589.3 million. This growing 
deficit has been financed by earnings on service ac- 
count, unrecorded export earnings, unrequited trans- 
fers and capital inflows. The buoyancy in imports 
is largely attributable to the high rate of capital 
formation and the sluggish growth of exports was due 
to the stagnating entrepot trade. Domestic exports 
have shown rapid growth, accounting in 1970 for 45 
per cent of total exports. 


However, net goods and services account show 
an increased deficit in 1970, reaching S$1.881.0 mil- 
lion, as against S$660.3 million in 1969, but the actual 
deficit may be very much less, since the errors and 
omissions in 1970 reached S$1.922.0 million. The 
net inflow of private and public capital in 1970 was 
$$443.9 million, as against $$170.2 million in 1969. 
A substantial over-all surplus was thus achieved and 
external reserves rose from S$3.164.3 million at the 
end of 1969 to S$3.718.3 million at the end of 1970. 


(e) Money supply and prices 


The money supply increased by 15.0 per cent in 
1970. Demand deposits, which formed more than 
half the money supply, grew by 15.0 per cent. De- 
mand deposits for the first half of 1971 showed a 13.8 
per cent increase. 


The economy continued to enjoy remarkable 
price stability. The official consumer price index 
with 1960 as base shows an increase of only 0.4 
points, from 111.1 in 1969 to 111.5 in 1970, and to 
113.1 in mid-1971. 


(f) Public finance 


Government current expenditure for the 1970/71 
fiscal year ending in March was 18.1 per cent higher 
than in 1969/70, with internal security, defence and 
economic services all showing significant increases. 
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Development expenditure (including loans to statutory 
authorities) rose by 33.9 per cent, and was financed 
by a surplus in the current budget, internal loans 
and use of reserves. 


For fiscal year 1971/72, total current expendi- 
ture provisions show a 25.5 per cent increase, mainly 
for defence, though there is provision also for a 
modest increase in education, health and other social 
services. Increased revenue provisions for the bud- 
get are similarly made without any additional taxes 
or increase in existing taxes, but rather from the 
expected normal expansion of economic activity. Es- 
timates of development expenditure for the year show 
an increase of about 80 per cent. This expenditure 
is to be financed from the revenue surplus, internal 
and external loans, and the drawing down of cash 
balances. 


Policy problems and prospects 


The major concern in 1970/71 has been the ac- © 
celeration in the growth of selected sectors to counter — 
the contractionary effects of British military with- © 
drawal and declining entrepot trade. Besides at- 
tempts at modernization in all sectors, the regulation 
and development of monetary and financial institu- 
tions to ensure stable and rapid growth, and the ~ 
problem of environmental pollution, have also receivy- 
ed considerable attention. 


The major growth sectors in the foreseeable | 
future will continue to be manufacturing, construc- — 
tion, tourism and finance. Priority has been given 
to industrialization and the Government’s encourage- — 
ment of foreign investment, particularly of technolo- 
gically-sophisticated export-oriented industries has — 
been highly successful. The industrialization pro- 
gramme has reached a stage whereby it is possible 
to move away from industries which had been set up © 
for purely short-term considerations and to phase 
out indusiries which were established under the con- 
ditions of serious unemployment that existed before 
1968 and operate on a cheap-labour, low-productivity 
basis. Industrial incentives are now more selective; 
and there is increasing emphasis on the training and 
provision of skilled labour for industries. 


On the financial side, legislation has been enact- 
ed to provide for a transition to a central banking 
system and for greater control and orderly develop-_ 
ment of the banking system and the capital and 
money market. While the authority for the issue of 
currency remains with the Currency Board, all other 
central banking functions have been centralized in 
the newly created Monetary Authority of Singapore. 
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In addition, other measures, such as the establish- 
ment of a numbered accounts system, have been 
taken to increase the attractiveness of Singapore as 
a financial centre. 


The prospects for 1971 and 1972 are for a some- 
what lower rate of growth than the 1968-1970 period. 
The full impact of the British withdrawal has still to 
be felt, though the Government hopes to offset this 
by an accelerated public sector building programme 
and increased promotion of private investment. A 
further adverse factor is the expected continuing 
decline in entrepot trade earnings. Tourism in the 
immediate future is expected to grow but not very 
rapidly, while oil exploration activities in southeast 
Asia using Singapore as a base of operation has 
probably reached a peak and is unlikely to be an im- 
portant new stimulus to growth as it was in 1970 


and 1971. 


On the industrialization front, however, prospects 
remain bright. The large manufacturing projects in 
the pipeline, when they come to fruition, will add 
substantially to employment, income and export earn- 
ings. Singapore is likely to continue to be an at- 
tractive place for investors in the region seeking 
investment opportunities. The crucial factor in the 
coming years is to ensure that inflationary pressures 
that will come under conditions of full employment 
will not lead to an escalation in wage costs without 
at least parallel, if not larger, improvements in labour 
productivity. There are also problems such as high 
land values, the need for a mass transport system 
and a shortage of professional skills that have to be 
overcome. 


Thailand 
Introduction 


During the last few years, Thailand has been 
confronted with several economic problems which 
have been reflected in a sharp decline in the real 
growth rate of GDP from 9.6 per cent in 1969 to 6.0 
per cent in 1970 and 6.1 per cent in 1971 according 
to preliminary estimates. A major casual factor of 
this decline has been the stagnation in exports since 
1967, due mainly to the decreased demand for Thai- 
land’s rice and to the decline in export prices of rice, 
rubber and tin. The export growth rate dropped to 
1.2 per cent during 1967-1970, from an average of 
7.6 per cent during 1960-1967 and the trade deficit 
increased sharply from about 59 per cent of exports 
of goods in 1967 to about 86 per cent in 1970. The 
basic balance of payments which, since the early 
1950s, recorded a surplus as a result of substantial 
capital inflow, has been in deficit since 1969 and 


foreign exchange reserves fell by about US$44 million 
and US$128 million in 1969 and 1970 respectively. 


Compounding these external difficulties has been 
the large increase in government current expenditure, 
in particular on defence, which rose to account for 
about 17.5 per cent of total government expenditure 
in 1970. To increase government revenue needed to 
cover development and current expenditure, a package 
of tax increases was introduced in July 1970, includ- 
ing increases in import duties, business taxes, and 
excise taxes. Whereas these measures have resulted 
in a slowing down of imports, public revenue has not 
responded significantly and the measures have also 
tended to affect adversely business confidence. 


Table II-3-29, Tuamanp: Major 
ECONOMIC INDICATORS 


(in thousand million baht) 


1969 19708 1971» 


GDP at current prices . . . 130.6 135.3 1457 
Real growth rat@.0 sys 6 ai 9.6 6.0 6.1° 
Commodity exports. . . . 14:3 14.3 15.8 
Commodity export growth rate 

Be ee ae ee 7.9 9 Be 11.1 
Commodity imports. . . . 24 26.4 26.2 
Commodity import growth rate 

(ee. Ske a) ceo TS 3.9 —0.8 
Money supply (growth rate) . 4.1 8.1 7.62 
Consumers’ price index. . . 113.6 113.5 Higist 


Source: Bank of Thailand. 
Preliminary. 
» Estimated. 


© Estimate of the Office of the National Economic Develop- 
ment Board, the Third Five-Year Plan. 


2 Estimate on basis of first eight months. 


Recent economic development 
(a) Production 


The growth of agricultural production dropped 
sharply from 10.1 per cent in 1969 to a mere 2.9 per 
cent in 1970, but is expected to rise to 6.0 per cent 
in 1971. The share of agricultural production in 
GDP has fallen from 30.9 per cent in 1969 to 29.5 
per cent in 1971. Contributing to the over-all de- 
cline in agricultural production was a sharp decline 
in crop production from 9.5 per cent in 1969 to 2.2 
per cent in 1970, livestock 2.6 per cent to 0.8 per 
cent and fisheries 29.2 per cent to 8.9 per cent. For 
1971, it is expected that the production of rubber 


1 NEDB; 1970 figures are preliminary while 1971 figures are taken 
from the third plan (1971/72-1975/76). 
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and maize will increase by 9 and 7 per cent respec- 
tively, while tobacco and sugarcane are expected to 
rise even more sharply in line with buoyant world 
market conditions. 


Although the growth of manufacturing dropped 
from 10.6 per cent to about 7.4 per cent in 1970, its 
contribution to GDP rose slightly and is expected to 
reach 16.9 per cent in 1971. However, partly as a 
result of the generally depressed condition of the 
economy, foreign capital registered under the Indus- 
trial Promotion Act fell sharply in 1970 to about 23 
per cent below its 1969 level and estimates for the 
first nine months of 1971 indicate a likely further 
drop of over 37 per cent for 1971.2 


The growth rate of mining and quarrying pro- 
duction continued its declining trend, falling from 
7.4 per cent in 1969 to 3.8 per cent in 1970; how- 
ever, it is expected that production will increase by 
about 5.8 per cent in 1971 due to the sharp increase 
in output of fluorite, lead, iron and wolfram. Tin, 
the most important mining product, accounting for 
about 36 per cent of total mining production in 
1969, is expected to grow by only 1.4 per cent in 
1971. 


Other sectors whose growth slowed sharply in 
1971 are construction, electricity and water supply, 
wholesale and retail trade, banking, insurance and 
real estate. 


(b) Foreign trade and payments 


In 1970, Thailand’s trade deficit increased from 
11.3 to 12.3 billion baht, the deficit rising to a level 
which was equivalent to 86 per cent of export earn- 
ings. The reason for the growing deficit was the 
stagnation of export receipts in face of continually 
growing import payments. However, the growth of 
imports also dropped sharply in 1970 in response to 
the slower growth in GDP and a variety of policy 
measures introduced by the Government with a view 
to curbing imports and promoting exports. The 
continuing influence of these factors can be seen in 
the evidence available for the first nine months of 
1971. During this period, exports have risen by 
about 11 per cent, whereas imports have declined by 
about 3 per cent. 


As a result of the improvements in the trade 
balance, the drain in the country’s foreign exchange 
reserves has been reduced in 1971. The decline in 
foreign reserves which amounted to 2.6 billion baht 
in 1970, as compared with 0.9 billion baht in 1969, 
is estimated to amount to 0.8 billion baht in 1971. 


? Office of Board of Investment. 
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(c) Public finance 
The budget deficit rose sharply in 1970, due — 


mainly to the slowdown in government revenue. 
The deficit, as a proportion of government revenue 
almost doubled to reach 33.7 per cent in 1970 (table 
II-3-30). 


Table II-3-30. THAILAND: PUBLIC FINANCE 


(in. billion baht) 


1969 1970 


Government revenue and expenditure 
(1) Government revenue « 1'8:3)(85) 18:8" 256) 
(2) Direct taxes as %of (1) - . I1.1 Wy 

21.7 (11.4) 25.1 (15.8) 


(3) Government expenditure 


(4) Deficit financing [% of (1)] . 18.5 33.7 
Financing of deficit (% of deficit) 

(1) Net external debt . . . . —6.5 —1.2 

(2) Net borrowing from Central Bank 132.8 55.9 

(3) Net borrowing from public. . 20.9 18.0 

(4) Net use of treasury cash balance? —47.2 2S 


Source: Bank of Thailand, Monthly Bulletin, December, 1971. 
Note: Figures in brackets are growth rates. 


“Including coin issue and changes in non-budgetary 
account balances. 


Compounding the problem of a growing budget 
deficit has been the shift to bank credit for deficit 
finance. Whereas, in 1968, borrowing from the 
public covered 59 per cent of the total deficit, this 
proportion fell to only 18 per cent in 1970, matched 
by a corresponding increase in borrowing from the 
Bank of Thailand and the use of treasury cash 
balances. These developments may create undesirable 
excess demand pressures in the economy and to re- 
duce the deficit it would seem advisable to seek ways 
of increasing government revenue, without at the 
same time making the low-income groups worse off. 
In this connexion, it is important to note that only 
about 11 per cent of government revenue comes from 
direct taxes, the vast majority being raised by in- 
direct taxes. With this tax structure it is likely that 
the low-income earners will be the most adversely 
affected by any attempt to raise taxes which does 
not alter the basic tax structure. 


(d) Money supply and prices 


Whereas before 1969 net foreign assets contri- 
buted greatly to the expansion of the money supply, 
with net claims on government and private sectors 
only slightly affecting the expansion, this situation 
has now been reversed. Recently, net claims on 


wna 
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government have increased sharply, but the run-down 
of foreign reserves has partly offset the expansion in 
the money supply. In fact, the growth in the money 
supply on a net basis has dropped well below the 
1968 figure of 10 per cent to 4.1 and 8.1 per cent 
in 1969 and 1970 respectively, although preliminary 
figures for 1971 indicate a growth in the money 
supply of 7.6 per cent. As regards the general price 
level, the consumer price index has remained fairly 
stable over the last two years. 


Policy issue and economic outlook 


In an attempt to improve Thailand’s economic 
performance, attention could be paid to: (i) produc- 
tion and export promotion, particularly in agriculture 
and manufacturing as the mainspring for growth, 
and (ii) the improvement in efficiency that can come 
about through better plan formulation and implemen- 
tation and pricing policies. 


The production and export of agricultural pro- 
duce could be greatly increased by better co-ordina- 
tion among various agencies in both the private and 
public sectors by using programmes which specify 
clearly the responsibilities and phasing of operations 
of all agencies involved. To increase production 
and exports of manufactured goods, industrial estates 
and free trade industrial zones ought to be establish- 


ed. 


To stimulate growth it might be advisable to 
review the existing tax structure and to reform this 
in line with a new set of objectives with the priori- 
ties listed as follows: (i) to help increase domestic 
production, (ii) to help curb the drain of foreign ex- 
change reserves, (iii) to improve social justice, (iv) 
to increase government revenue. 


The third five-year plan came into effect in 1971 
and this sets a target for real GDP growth at 7.0 per 
cent per year as part of a programme which attempts 
to revitalize the economy. Other objectives include 
external and internal economic stability, regional 
development, and a curtailment of population growth 
and unemployment. Quite a number of projects were 
designed to attain these objectives, but the plan does 
not contain adequate co-ordination among projects or 
consistent phasing of these projects over the plan 
period. 


To improve the prospects for development, it 
seems necessary that the development plan should be 
made more operational by containing well co-ordinat- 
ed programmes that comply with the over-all plan 
objectives, instead of having only a large number of 
independent projects. The programmes should 
specify clearly the responsibilities of the agencies 


involved as well as the related phasing of all opera- 
tions of the various projects. Improvements in the 
process of following up the succecs of plan implemen- 
tation as well as appropriate progress evaluation 
according to the phasing specified in the plan would 
also seem to be necessary. 


If policy measures along these lines were adopt- 
ed, it may well be possible that, after a period of 
adjustment. the economy would grew at rates high 
enough to ensure the attainment of the targets speci- 
fied in the plan. 


Tonga! 
Introduction 


Tonga is faced with declining export receipts 
because of the fall in banana exports. However, al- 
though the adverse trade balance increased in 1970, 
official foreign exchange reserves continued to im- 
prove because of capital inflows. Measures have been 
taken recently to reverse the downward trend in 
banana exports but it is still too early to assess their 
impact. A substantial portion of the capital inflows 
in 1969/70 consisted of private transfers and the 
policy emphasis of the second development plan may 
lead to a strengthening of private capital inflows in 
the immediate future. 


Expansionary fiscal policy recently has led to 
increased domestic demand and imports. The price 
level has remained relatively stable, however, because 
of the existence of price control. 


Recent economic developments 


Towards the end of 1969, coutraction in the tra- 
ditional export sector and in goverment expenditure 
combined to generate a downward adjustment in 
demand and output. Total export earnings? and total 
government expenditure decreased by 12 per cent and 
6 per cent respectively from their highest level in 
the decade of T$3.846.300 and T$3,166,400 respec- 
tively in 1968. The contraction in the traditional 
export sector was caused mainly by the presence of 
banana diseases which seriously affected banana pro- 
duction. Banana exports dropped by 61 per cent 
from their unprecedented: high level of T$1,739,000 
at the end of 1968 to a mere T$684,000 in 1969. 


1 This is the first time that a survey of Tonga has been included in 
the Economic Outlook Section of the Economic Survey of Asia and the 
Far East. 

The Kingdom of Tonga (or the Friendly Islands) consists of a 
group of some 150 islands with a total land area of 269 square miles 
scattered over 20,000 square miles of the South Pacific. 


? Over 90 per cent comes from copra and banana exports. 


154 


Part Two. Current Economic Developments 


Table I]-3-31. Tonca: MAIN ECONOMIC INDICATORS 


(in thousand Tongan dollars) 


Gross domestic product* 

Exports (per cent per annum change) . 
Imports (per cent per annum change) . 
Trade balance 
Overseas funds* . 


Consumer’s price index 


1968 1969 1970 1971 
= a 9,635” se 
7.8 —11.6 OAT Be 
—10.1 ae 8.9 =e 
13044 —1,6888 ~ 2/8630 we 
793.4 872.4 & — 
= 101.1 101.0 101.9° 


(September quarter = 100) . 


Population (thousand) 


2 84.8 87.3 89.9 


Source: Kingdom of Tonga, Statistical Abstract 1971, Statistics Office. 


* Refers to fiscal year ended 30 June. 


° Underestimated. Nc allowance has been made for subsistence output from the 
fishery sector, an important activity in the life of the average Tongan family. 
Compiled for the fiscal year 1969/70 by the Statistics Office after its establishment 


in 1971. 


© Average of March and June quarters. 


Although the loss from banana export earnings was 
partly compensated for by higher receipts from copra 
exports, the impact of the damage done by the banana 
diseases led to a trade deficit of T$1.688,800 in 1969. 


Towards the er-d of 1970 and during the first 
half of 1971, despite a further decline in exports by 
nearly 21 per cent to T$2,676,400 because of lower 
banana exports in 1970, expansionary fiscal policies 
led to an upturn in economic activity. Government 
current expenditure rose by 21 per cent over its 
1968/69 level to T$2,629.000 for the fiscal year ended 
June 1970. The estimate for total government ex- 
penditure, both current and capital, for the fiscal 
year 1970/71 was a further increase of 36 per cent 
to T$4,582,300. Current expenditure was financed 
mainly by custom duties, which amounted to about 
40 per cent of total current revenue of T$2,714,000 
in the fiscal year 1969/70. Development expenditure 
in 1969/70 was T$748,600, 75 per cent of which was 
financed from external sources, mainly grants from 
the United Kingdom Colonial Development and 
Welfare Funds. These grants in the fiscal year 1970/ 
71 were expected to fall to T$445,000, only 31 per 
cent of the estimated development expenditure of 
T$1,428,400, though expected to rise to 74 per cent 
in 1971/72. 


Total public expenditure for the fiscal year 
1971/72 is estimated to be T$4,539,400, similar to 
the estimated budget provisions for the year 1970/71. 


The recovery in domestic incomes and demand 
during 1970 was reflected in a rise in imports and 
also in the growth of household savings and business 


deposits with the Banking Division of the Treasury.* 
Total deposits increased by 31 per cent to T$713,000 
at the end of 1970, and, between January and Decem- 
ber 1970, imports rose by 9 per cent from T$5,087,500 
to T$5,539.400. ; 


Available statistics indicate a slowing down in 
the rate of population growth. At the end of the 
1970s, the annual increase in population was down 
from over 3 per cent to 2.9 per cent. The gross 
domestic product for the Kingdom for the year ended 
June 1970 was estimated at T$9,635,300 and the per 
capita income was approximately US$130. With the 
slowdown in population growth, coupled with the 
recovery of income towards the end of 1970, the 
net result appeared to be an improvement in per 
capita income. 


Policies and prospects 


Fiscal policy was the main stimulus to the 
resumption of growth towards the end of the 1970s. 
The accelerated increases in the rate of government 
expenditure during 1970 and the first half of 1971 
were the result of a revision of civil service salaries 
as well as the implementation of the Kingdom’s 
second five-year development plan (1970-1975). 


An important aim of the first plan (1965-1970) 
was to improve export performance by means of an 
expansion of copra and banana production through 


3 Agricultural production and retailing activities dominate the pri- 
vate sector of the economy. 


| 
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the provision of a coconut replanting scheme, free 
fertilizers and agriculture extension services. Other 
important aims were the increase in production for 
local consumption of pigs and cattle through subsidy 
schemes and the promotion of tourism and fisheries. 


The plan also provided for infrastructure develop- 
ment, such as the improvement of facilities for the 
marketing of agricultural produce and increased ex- 
penditure on education, health and family planning 
programme. One problem of the first plan was the 
lack of proper balance between projects of short- and 
long-term gestation. This led, during the year 1965- 
1970, to a raising of internal demand with little 
corresponding increase in output.‘ 


The Kingdom’s second development plan con- 
tinues the broad policy mix of the first plan but with 
more stress on the diversification of the international 
sector of the economy. In this regard, particular 
emphasis is placed on the role of the private sector 
in the development process. Foreign investment 
policy announced prior to 1970 is aimed at en- 
couraging overseas companies to establish import 
substitution or export-oriented industries in certain 
sectors of the economy. These industries relate to 
preservation of fruits, vegetables and agricultural 
produce, the further expansion of fishery production, 
and the development of the clothing, footwear, handi- 
crafts and tourist industries. A great deal of in- 
terest was shown by the response of a large number 
of overseas companies, and several projects have 
been approved. 


To guide and co-ordinate the development of the 
tourist industry, a Tourist Office was set up in 1970. 
A major responsibility of the office was the systematic 
development of tourist resorts throughout the King- 
dom and also the promotion of tourism abroad. To 
aid the developmental and policy-making role of the 
Government, a Statistics Office was also established 
in 1971. The establishment of this office was moti- 
vated by the realization that the success of economic 
policy depended on adequate information on the actual 
functioning of the Tongan economy and on the inter- 
relationships between the economic and non-economic 
factors. Credit unions were introduced during 1970 
to encourage and mobilize small savings. Co-opera- 
tive societies have been encouraged to organize small- 
scale production in handicrafts and in agriculture. 


The main problem which may hamper growth 
in the immediate future is the possibility of further 
deterioration in the external trade balance, and its 
consequential deflationary impact on the economy. 


4 During the first plan period, selective import control was imposed 
due to the impact of the 1961 hurricane, but this has been gradually 
liberalized since 1967. 


On the assumption that the upward trend in 
copra exports will continue into 1972 and that the 
decline in banana exports is successfully reversed, 
the outlook for 1972 appears promising. Public ex- 
penditure will be maintained at a high level. The 
upward trend in tourism is likely to continue in 1972 
and the impact of the expenditure incurred by foreign 
companies approved for operation in the Kingdom, 
such as the oil search started in October 1971 and 
hotel building, will reinforce the expansionary im- 
pact of the authorities’ stimulatory fiscal policy. 


On the above assumptions, economic activity 
will significantly increase. Because of the close de- 
pendence of imports on the level of domestic incomes, 
a policy to slow down the growth in imports of 
consumption goods seems desirable. 


Western Samoa 
Introduction 


In 1970, Western Samoa’s gross domestic pro- 
duct in real terms, excluding subsistence output, is 
estimated to have grown by 2.8 per cent. In the 
face of rapid population growth, per capita GDP was 
stagnant. The economy, however, showed a degree 
of resilience in overcoming the serious fall in export 
earnings from 4.63 million talas! in 1969 to 1s 3.39 
million in 1970. A major factor accounting for this 
was the increased level of activity in the government 
sector. Total government expenditure grew by 23 
per cent from Ts 6.1 million in 1969 to Ts 7.5 million 
in 1970. Growing amounts of capital inflow, both 
private and public, ensured a strong surplus in the 
balance of payments capital account, so that the 
country’s foreign exchange’ reserves rose again in 
1970. A major landmark was achieved in 1970 when 
the second five-year plan (1971-1975) was introduced. 
The major goals envisaged in the plan are the diver- 
sification of agriculture and the development of 
secondary industries and infrastructure. 


Recent economic developments 
(a) National income 


Provisional, unofficial estimates of Western 
Samoa’s gross domestic product at factor cost and by 
sector of origin for 1969 and 1970 are shown in 
table II-3-32. For 1970, gross domestic product on 
a per capita basis totalled Ts 110. To this has to be 
added subsistence output, provisionally estimated at 


1 One tala, during the period under discussion, was equal to US$ 
1.40. The form used in these pages will be “Ts” followed by the 
appropriate numerals. 
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Ts 50 per capita. When account is taken of a net 
inflow of overseas income of about Ts 1.2 million and 
other adjustments such as subsidies, transfer income 
and indirect taxes, it can reasonably be assumed that 
per capita levels of GNP at market prices, inclusive 
of subsistence income, are of the order of Ts 180. 


Table II-3-32. Wrstern SAMoA: GROSS DOMESTIC 
PRODUCT AT FACTOR COST 


(in thousand talas) 


1969 1970 

Agriculture ; 3,157.1 2,716.6 
Commercial services. . . . . 7,935.0 8,583.7 
ManutachwineT20">. 15 12 eee 535.9 614.8 
Tourists 0 Jb cee a pene 187.4 246.6 
Government... cages Siecane 2,723.2 3,147.7 
Wisssasns: "Se Sra er tee 1,020.0 1,048.1 
Totals. ees ee eal es LDS 16,357.5 


The rise of 5.1 per cent in gross domestic pro- 
duct (at current prices) during 1970 was due to 
an increased level of activity in the government and 
transport sectors, building, manufacturing and tour- 
ism: Income originating directly from agriculture 
fell by 14 per cent, with cocoa showing the most 
dramatic decline. In real terms, per capita GDP 
appears to have remained constant in the face of a 
rise of 2.3 per cent in consumer prices and estimated 
population growth of 2.8 per cent. However, over-all 
per capita income probably declined, as subsistence 
production needs to be taken into account, and there 
are grounds for believing that this component of 
production has not been marching in step with popu- 
lation increase. 


(b) Foreign trade and the balance of payments 


Since exports make up such a large proportion of 
GDP,* the sharp set-back in Western Samoa’s exports 
was undoubtedly the dominant economic event in 
1970, a situation which is being reversed in the cur- 
rent year. Exports slumped from Ts 4.6 million in 
1969 to Ts 3.4 million in 1970. The valué of the 
three traditional exports, which usually account for 
around 90 per cent of total exports, fell by 30 per 
cent; copra and cocoa were mainly responsible for 
this sharp decline, as receipts from bananas decreased 
only marginally. For all three commodities, a reduc- 
tion in the volume exported was a major cause of 
the decline in the value of exports. 


? Estimated at about 30 per cent in 1969. 


Part Two. Current Economic Developments 


In 1970, imports rose substantially from Ts 7.3 
million to Ts 9.8 million, and they appear likely to 
remain at about this level in 1971. The strong rise 
in imports contrasted with the drop in exports and 
gave rise to a record trade deficit of Ts 6.2 million. 
Significant increases were registered by the major 
components of imports, particularly of capital goods 
items. The sharp rise in imports of machinery and 
transport equipment reflected the commencement of 
a number of major projects which have large import 
content. The latest complete estimates of the coun- 
try’s balance of payments for the first half of 1970 
shown in table IJ-3-33, reveal a substantial deficit 
on current account. According to the Bank of West- 
ern Samoa, there was a surplus over the whole year 
of Ts 100,000 on current account, mainly attributable 
to a strong rise in private transfers. With a con- 
tinued strengthening of the capital account, due, in 
part, to capital flows associated with the projects 
mentioned above, the final outcome for the year show- 
ed a further consolidation of the country’s foreign 
reserve position. 


Table IJ-3-33. WrsteERN SAMOA: 
BALANCE OF PAYMENTS 1969-1970 


(in thousand talas) 


1969 1970 
(first half) 
Current 
Excorts 3(£,0,D;) wares das, Sah arene 4,830 1,890 
Imports s(cidw.)> i Ge FS, deal « 7,394 4,666 
Net balance of trade . : —2,544 —2,776 
Net balance on invisibles . . . . 2,044 626 
Balance on current account. . —500 —2,150 
Capital account 
Private.” mace rates ee ents eg 532 1,049 
Government ia as te ake en 257 525 
Foreign notes and coins repatriation . 529 257 
Net borrowing or repayment to 
Western Samoa, "ss. Maa akea 624 1,055 
Net change in foreign reserves —1,444 —759 
Errors and omissions. |. . . .~ 2 23 
Balance on capital account. . 500 2,150 


Source: Department of Economic Development, Apia, Western 
Samoa. 


(c) Public finance 


Despite a fall in the proceeds from export taxes, 
revenue on current account grew by just over 11 
per cent in 1970 to Ts 6.9 million; and, with the 
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recovery of exports now under way, official revenue 
from tax and related sources is expected to rise 
substantially in 1971. However, total public expen- 
diture grew more rapidly from Ts 1.1 million in 
1969 to Ts 7.1 million in 1970. Consequently, there 
was increasing recourse to borrowing, mainly from 
external sources. 


For 1971, estimated receipts from ordinary 
revenue are expected to rise to Ts 7.3 million, but 
total government spending is estimated to reach Ts 9.7 
million, implying that the gap to be filled from other 
sources will have more than doubled. A major factor 
accounting for the growth in public spending in 1970 
has been the substantial increase in expenditure on 
public works, education and health. Outlay on 
categories other than expenditure under the five-year 
plan accounted for 52 per cent of the total in 1970. 


(d) Banking 


The activities of the Bank of Western Samoa — 
the country’s sole banking institution — rose strongly 
in 1970. Financial commitments relating to imports 
accounted for a large proportion of the increase in 
bank lending, although a policy of restraint continu- 
ed to apply to lending in other areas. 


Policy changes and other developments 


In 1970, the Government introduced the second 
five-year development plan, covering the period 1971- 
1975. The major goals that it sets forth are a rise 
in standards of living, agricultural diversification and 
improvements of agricultural productivity, develop- 
ment of secondary industries and more efficient utili- 
zation of capital and labour resources. Recognition 
of the need to give priorities to agriculture, especial- 
ly at the village level, and to economic infrastructure, 
is clearly evident in the plan. 


To attain its objectives, the plan provides for an 
outlay of Ts 48 million during the period, of which 
Ts 32 million is committed to current operation ex- 
penses and Ts 15.8 million to development projects. 
About Ts 37 million of the proposed expenditure is 
to be raised from ordinary revenue sources; the 
balance, from domestic and external loans. A na- 
tional provident fund which is about to be established 
will assist in mobilizing domestic financial resources. 
Furthermore, the Bank of Western Samoa’s Develop- 
ment Department, an embryonic development bank 
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administered on behalf of the Government, was re- 
organized and expanded in 1970, and further funds 
were made available for lending specifically to the 
agricultural sector. 


In the field of manufacturing, new enterprises 
were established in 1970 and 1971 in such areas as 
engineering, the production of desiccated coconut and 
the manufacture of sandals. The momentum to in- 
dustrial growth generated in the mid-1960s, when the 
Enterprise Incentives Act was introduced, was there- 
fore maintained, but it has become increasingly ap- 
parent that there is need for greater discrimination 
in the selection of industries on which to confer 
benefits under the Act. 


Outlook for 1971/72 


Provided current trends continue throughout the 
year, the volume of total exports for 1971 should be 
well above that for 1970, though below the 1969 
level. Making some allowance for the sharp fall in 
copra prices since August, and for the likely level of 
other exports, the total value of exports for the year 
is estimated at Ts 4,3 million, or 26.7 per cent above 
the 1970 level. If imports are of the likely order 
of Ts 9.8 million, the trade deficit for 1971 will fall 
to Ts 0.7 million below that of 1970. With the likeli- 
hood of a substantial increase in the number of tour- 
ists, and a high level of activity in the field of 
construction, it is expected that the rise in national 
income will be equal to, or slightly above, the 5 per 
cent increase recorded for 1970. 


For 1972, there are good reasons for optimism. 
Though much depends on such factors as prices, 
weather and shipping, Western Samoa can look for- 
ward to a further rise in the value of its total exports 
in 1972. Further impetus to the economy can be 
expected from the rapid expansion in tourism, now 
the country’s major foreign exchange earner next to 
copra. Two other favourable factors are a buoyant 
activity in construction in response to rising build- 
ing demands, particularly on the part of the Govern- 
ment, and the continuing injection of comparatively 
large amounts of private remittances from overseas. 
On the other hand, the Government is alert to the 
possibility of certain problems stemming from its 
greatly expanded development programme under the 
second five-year plan, such as the threat of inflation- 
ary pressures and shortages of trained manpower. 
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the Far East, 1966 (E.68.I1.F.22; $2.00; E) 
Public Electricity Supply—A Manual on Uniform System of 
Accounting (67.11.F.16; $2.00; E) 
‘Comprehensive Energy Surveys—An Outline of Procedure (67.ILF. 
14; $1.00; E) 
‘Small Industry Bulletin for Asia and the Far East, No. 6 
(E.68.11.F.21; $2.50; E) 
\Electric Power in Asia and the Far East, 1967 (69.II.F.17; $2.50; E) 
'Thermo-Power Stations—A Techno-Economic Study (E.70.II.F.2; 


$1.50; E) 

‘Small Industry Bulletin for Asia and the Far East (E.70.IIF.7; 
$3.00; E) 

Asian Industrial Development News No. 5, 1970 (E.70.ILF.9; 
$2.00; E) 


‘Mineral Resources Development Series, No. 33. Mining Develop- 
ments in Asia and the Far East, 1967( E.70.1I.F.10; $2.50; E) 

Mineral Resources Development Series, No. 34. Proceedings of 
the Seminar on Mining Legislation and Administration 
(E.70.11.F.12; $5.00; E) 

Regional Energy Atlas of Asia and the Far East (E.70.1.11; $12.50; E) 


Population 


Report of the Asian Population Conference and Selected Papers 
(65.ILF.11; $2.50; E) 

Report of the Working Group on Administrative Aspects of Family 
Planning Programmes (66.II.F.10; $1.00; E) 

Asian Population Studies Series, No. 2. Family Planning, Internal 
Migration and Urbanization in Asia—A Bibliography of 
Available Materials (E.68.II.F.13; $1.50; E) 

Asian Population Studies Series, No. 3. Report of the Working 
Group on Communication Aspects of Family Planning 
Programmes and Selected Papers (E.68.II.F.17; $2.50; E) 

Asian Population Studies Series, No. 4. Report of the Expert 
Group on Assessment of Acceptance and Use Effectiveness 
of Family Planning Methods (69.II.F.15; $1.00; E) 

Directory of Key Personnel and Periodicals in the Field of 
Population in the ECAFE Region (E.70.I.F.14; $2.00; E) 
Asian Population Studies Series, No. 5. Evaluation of Family 

Planning Programmes (E.70.II.F.20; $2.00; E) 


Regional Co-operation 


Regional Economic Co-operation in Asia and the Far East: The 
Asian Development Bank and Trade Liberalization (65.II.F.15; 
$2.00; E) 

Regional Economic Co-operation Series, No. 4. The Second 
Ministerial Conference on Asian Economic Co-operation and 
the. Asian Development Bank (67.II.F.6; $2.00; E) 

Regional Plan Harmonization and Integration Studies, No. 1. The 
Coconut Industry of Asia (69.II.F.4; $2.50; E) 
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SELECTED UNITED NATIONS PUBLICATIONS 
ON ASIA AND THE FAR EAST 


In parentheses are sales number, price in US currency, and language 
(E for English and F for French) 


Statistics 


Manual on Training of Statistical Personnel at the Primary and 
Intermediate Levels (63.II.F.8; $1.25; E). Supplement: Training 
Notes and Exercises (64.II.F.8; $3.00; E) 

Basic Statistics for Formulating and Implementing Plans: of 
Economic and-Social Development in Countries of Asia and 
the Far East (65.1I.F.8; $0.75; E) 

Foreign Trade Statistics of Asia and the Far East. Issued 
annually for 1962, 1963 and 1964 ($12.00 each; E) 

Foreign Trade Statistics of Asia and the Far East, 1965, Vol. IV. 
Series A ($12.00; E); Series B, No. 1 ($3.00; E) 

Asian Recommendations for the 1970 Population Censuses 
(67.11.F.3; $1.00; E) 

Asian Recommendations for the 1970 Housing Censuses (67.II.F.9; 
$1.00; E) 

Foreign Trade Statistics of Asia and the Far East, 1966, Vol. V. 
Series A, No. 1 ($12.00; E); Series A, No. 2 ($9.00; E); Series B, 
No. 1 ($3.00; E); 1967, Vol. VI, Series B, No. 1 ($4.00; E) 
Guide to Basic Statistics in Countries of the ECAFE Region (second 

edition) (E.70.IL.F.6; $3.00; E) 

Statistical Yearbook of Asia and the Far East, 1969 (E/F.70.II.F.8; 

$8.00; E/F) 


Trade 


State Trading in Countries of the Asia and the Far East Region 
(65.IL.F.2; $0.50; E) 

Regional Economic Co-operation Series, No. 6. Report and 
Recommendations of the Seminar on Financial Aspects of 
Trade Expansion (69.JI.F.9; $0.75; E) 


Transport 


Report of the Seminar on Engineering and Traffic Aspects of 
Highway Safety (S8.II.F.3; $0.80; E) 

Report of the Working Group of Experts on Shipping and Ocean 
Freight Rates (66.II.F.7; $1.50; E) 

Regional Economic Co-operation Series, No. 5S. Report of the 
ECAFE Working Party on Shipping and Oceah Freight Rates 
and Related Papers (69.II.F.3;° $2.00; E) 

Transport and Communications Bulletin, No. 44 (E.70.II.F.4; $1.00; 
E); No. 45 (E.70.1L.F.11; $0.75; E) 


Water Resources 


Water Resources Series. Thirty-four volumes have been issued, 
with Nos. 1-22 under the name of Flood Control Series. Among 
them are: 

No. 12 Development of Water Resources in the Lower Mekong 
Basin (57.I1.F.8; $0.80; E, F) 

No. 26 Manual of Standards and Criteria for Planning Water 
Resource Projects (64.JL.F.12;. $0.75; E, F) 

No. 27 Methods of Hydrological Forecasting for the Utilization 
of Water Resources (65.II.F.5; $2.00; E, F) 

No. 28 Proceedings of the Sixth Regional Conference on Water 
Resources Development in Asia and the Far East 
(66.1.F.2; $4.50; E) 

No. 29 A Compendium of Major International Rivers in the 
ECAFE Region (66.I1.F.8; $1.50; E, F) 

No. 30 Assessment of the Magnitude and Frequency of Flood 
Flows (67.II.F.7; $3.00; E, F) 

No. 31 Water Legislation in Asia and the Far East, Part I, 
Afghanistan, Brunei, Burma, Republic of China, Hong 
Kong, Iran, Japan, New Zealand, Philippines and 
Thailand (67.1I.F.11; $3.00; E) 

No. 32 Proceedings of the Seventh Regional Conference on 
Water Resources Development in Asia and the Far East 
(E.68.1LF.5; $3.50; E)  . 

No. 33 Methods and Techniques of Groundwater Investigation 
and Development (E.68.II.F.6; $3.50; E) 

No. 34 Use and Interpretation of Hydrologic Data (E.68.ILF.9; 
$3.00; E) 

No. 35 Water Legislation in Asia and the Far East, Part Il, 
A. Australia, Cambodia, Ceylon, India, Republic of 
Korea, Laos, Singapore, Republic of VietNam, Western 
Samoa. B. Proceedings of the Working Group of Experts 
on Water Codes (69.II.F.6; $3.50; E) 

No. 36 Multiple-purpose River Basin Development, Part IIE, 
Water Resources Development in Australia, New Zealand 
and Western Samoa (69.II.F.7; $2.50; E) 

No. 37. Planning Water Resources Development (69.II.F.13; $2.50; 
E) 

No. 38 Proceedings of the Eighth Regional Conference on Water 
Resources Development in Asia and the Far East 
(E.70.11.F.12; $4.00; E) 
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